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Tuts is the first of a series of two articles, which contain an authoritative 
statement as to the development of an idea which is forging to the front as one 


of the most important attempts at 
last few years. 


“automatic” 
The continuous inventory plan has recently been put in effect 


regulation of utilities in the 


in New York, one commissioner dissenting; and several other commissions are 
seriously considering its installation. 


By EDMUND D. AYRES 


ITH the purpose of making 
\ \ unnecessary the present ex- 
pensive and _ troublesome 
methods for obtaining a rate base 
value of fixed capital property, which 
have in the past been the cause of so 
much argument and litigation, and 
with the purpose of achieving an equi- 
table and definite basis for establish- 
ing fair rates to the public and fair 
returns to the ‘utility companies, the 
public service commission of Wiscon- 
sin is turning to a new mechanism. 


The use of this new mechanism 
may mark the dawn of a new era in 
rate making and public regulation. 

Public regulation of rates for pub- 
lic utility companies has long used “ 
fair return upon fair value” as a 
standard. This yardstick has been 
difficult and cumbersome to apply and 
the regulatory machine, in conse- 
quence, has continued to move at the 
same slow pace in spite of the in- 
creasing demands upon it for speed 
and a greater adaptability and re- 
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sponsiveness to economic change. 

The new mechanism, the continu- 
ous inventory, promises to remove 
most of this inertia, and give the 
regulatory machine the higher veloci- 
ties so necessary for fair treatment of 
the public and the utility companies 
alike. 


HE decision of the public service 

commission of Wisconsin to pro- 
ceed with the design of the continuous 
inventory mechanism was made with 
this idea of service to the public and 
the utility companies in mind. This 
decision and the work which is being 
done at the present time in actually 
getting started upon this new method 
in Wisconsin are of considerable in- 
terest. 

For several years the idea and requi- 
site faith in its practicality have been 
in the mind of Chairman Theodore 
Informal investiga- 


Kronshage, Jr. 
tion and discussion led to a plan early 
in 1933 for carrying the idea to frui- 


tion. Since then the refinement of 
that original plan has gone on con- 
tinually with the result that the actual 
establishment of continuous inventory 
methods started the last of June, 1933, 
and is in full swing at the present time 
with a few of the larger utility com- 
panies in Wisconsin. 

In June, 1933, the writer visited 
several of the larger companies in the 
East, also many prominent men in 
touch with the public utility situation, 
to obtain their views and-to secure an- 
swers to many difficult questions with 
respect to fixed capital record practice, 
as carried out for years by many of 
these companies. A visit was made 
to the bureau of valuation of the 
Interstate Commerce Commission, 


which has led to further study of the 
continuous inventory methods of that 
commission, many principles of which 
are embodied at present in the Wis- 
consin plan. The result of this trip 
was a confirmation of the Wisconsin 
commission’s decision that continuous 
inventory methods were practical for 
public utility work and the establish- 
ment of the Wisconsin plan was en- 
tered into with enthusiasm. 


iy the early summer the engineering 
department was reorganized to fit 
it for adequately coping with the new 
work. Within the engineering depart- 
ment was set up an engineering audit 
division to have the responsibility and 
control of the new work. John C. 
Damon, formerly of Jackson & More- 
land, Engineers, of Boston, Mass., 
was called to Wisconsin to become 
chief engineer of the reorganized en- 
gineering department, and George P. 
Steinmetz, long connected with the 
work of the engineering department 
of the commission, was asked to take 
charge of the engineering audit di- 
vision as chief engineering auditor. 

Under the administration of Mr. 
Steinmetz, the work is to be carried 
on under the supervision of three di- 
vision heads, Electric Utilities’ Engin- 
eering Auditor Paul B. Turner; Tele- 
phone Utilities’ Engineering Auditor 
John D. Ong; and Gas and Water 
Utilities’ Engineering Auditor Martin 
T. Bennett. 

The engineering auditor organiza- 
tion of each of these three divisions 
is planned for further subdivision 
into sections which will handle the 
work with the larger companies and 
the work with the smaller companies, 
respectively. 
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op plan of organization con- 
templates a large personnel dur- 
ing the establishment period and a 
subsequent shrinkage to a few men to 
carry on the routine work of continu- 
ous inventory ‘after its establishment. 
This reorganization was carried out 
. and the actual work of introducing the 
continuous inventory started with 
some of the larger utility companies 
of the state shortly thereafter. 

The continuous inventory may be 
considered a new mechanism in its ap- 
plication to public utility property as 
contemplated by the public service 
commission of Wisconsin, but in 
principle it has been known and used 
for many years. Its most conspicu- 
ous success is in the ten or more years’ 
experience of the Interstate Commerce 
Commission with the scheme applied 
to the railroad property of the United 
States. 

Any survey of the practice of many 
of the larger public utility companies 
with respect to fixed capital records 
will disclose the fact that very little 
more is needed to consummate the 
idea of continuous inventory even as 
envisioned by the Wisconsin commis- 
sion. Some of these records are in 
fact already continuous inventories 
based upon some basic appraisal of 
the past and careful records of addi- 
tions and retirements of property sub- 
sequent to these basic appraisals. It 
is quite true that none of these, to our 


knowledge, embrace the features pro- 
posed in respect to reproduction cost, 
but even here much is done in the 
practice of many companies in index- 
ing their insurable property up-to-date 
each year. 


N the industrial field the continuous 

inventory principle has long been 
used and even its use for inventories 
of fixed capital property embraces no 
material departure from the standard 
practice of many of the larger indus- 
trial corporations. As a principle it is 
old; as a method it is practical. This 
practicality has been amply demon- 
strated by the Interstate Commerce 
Commission. Why, then, has it not 
been adopted before as an aid in rate 
making? The answer is that the cost 
has been considered prohibitive. 

The costs of the fixed capital rec- 
ords systems now in use are difficult 
to obtain because they are woven into 
the general accounting operations of 
the companies using them in such a 
fashion as to defy definite allocation 
of costs, except where pains have 
been taken to isolate the costs perti- 
nent to the fixed capital records sys- 
tem. A probable cost of $2 to $4.50 
per thousand dollars of gross addi- 
tions and retirements is probably as 
good an estimate as can be obtained. 
How much over these figures a con- 
tinuous inventory system would run, 
if any, depends entirely upon the type 


has long been used and even its use for inventories of fixed 


q “In the industrial field the continuous inventory principle 


capital property embraces no material departure from the 
standard practice of many of the larger industrial corpora- 
tions. As a principle it is old; as a method it is practical.” 


757 





PUBLIC UTILITIES FORTNIGHTLY 


of system adopted. To be successful 
in the long run, a continuous inven- 
tory system should possess a sufficient 
economic advantage to pay for itself. 
Therefore, a successful design must 
work effectively and still not embrace 
so much detail that it cannot be eco- 
nomically carried out. 


HIS matter of cost is probably 

the greatest difficulty which the 
designers of continuous inventory sys- 
tems must face. However, many 
companies are paying $2 to $4.50 per 
thousand dollars of gross additions 
and retirements for the purely mana- 
gerial advantages to be derived from 
their fixed capital record systems. In- 
terviews with public utility managers 
bring out that, in most cases, such 
fixed capital records owe their exist- 
ence to the hope of some thrifty man- 
ager for the cutting down of the ex- 
pense of repeated appraisals of his 
company’s property. To date such 
records have not entirely obviated ap- 
praisals but there is no question that 
they have always mitigated the cost of 
reinventories. 

With the adoption of a continuous 
inventory plan it is hoped that ap- 
praisals can be practically obviated 
for the purpose of rate making. The 
savings from the obviation of such 
appraisals should in general more than 
support a continuous inventory sys- 
tem projected with reasonable atten- 
tion to the matter of keeping down 
cost. , 


HE Wisconsin plan contemplates 

the reporting to the commission 
each year the amounts of fixed capi- 
tal property used in the rate base of 
each utility company in the state in 
three forms: 


1. Original or historical cest, 

2. Cost of property to the present 
owner, and 

3. Cost of reproduction as of a re- 
cent date or period. 


It is proposed that the companies 
shall keep in their possession the de- 
tail supporting such reports and, as 
far as practicable, maintain the sys- 
tem as a part of their regular account- 
ing and engineering activities in or- 
der to keep such detail available for 
the maximum of managerial use and 
reduce the cost of the system to a min- 
imum. 

The fixed capital records necessary 
will be kept in accordance with the 
usual Uniform Classification of Ac- 
counts. For flexibility in use, geo- 
graphical classifications of property, 
and classifications of property in ac- 
cordance with year of installation will 
also be necessary, the first, in order 
to have available upon short notice 
the fixed capital value in any rate- 
making district, and the second, in or- 
der to allow indexing and retirement 
practice to be carried out properly. 


‘T? anyone familiar with fixed cap- 
ital record accounting, the objec- 
tives of the Wisconsin plan are read- 
ily recognized as entailing matters of 


tremendous detail. This fact is a 
matter of such moment that arbitrary 
procedure is attended with great haz- 
ard to success. 

The practical accomplishment of 
any such pioneer plan is dependent 
largely upon the philosophy of attack, 
and it is believed that the public serv- 
ice commission of Wisconsin is ap- 
proaching the problem with the open 
mindedness so essential to the success- 
ful accomplishment of its desires. 
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Important and Unimportant Parts of Valuation 








6¢WN the past a most convenient legal attack 

upon any valuation has been to attempt the 
discrediting of the whole by finding a lack of 
perfection in some minute or even irrelevant 
part. By using engineering precision as a guide, 
that which is relatively important may be segre- 
gated from that which has little effect upon the 















































answer sought.” 








This guarantees the flexibility in plan 
which can surmount obstacles as they 
arise, but also removes much of the 
definiteness of plan that outsiders are 
already seeking. 

At this early stage in the Wiscon- 
sin plan the philosophy of attack is of 
prime importance, the recommended 
plan a secondary matter, in that its 
flexibility and likelihood of change 
renders it an instrument perfecting 
itself with time. The back logs in 
this philosophy of attack are: 


1. Recognition of individual prob- 
leths of individual companies, and 

2. Acceptance of the idea of agree- 
ment upon facts between the utility 
companies and the Commission. 


| eresapaioner of individual prob- 
lems permits the working out of 
the plan with individual companies, 
first, with due regard to the work or- 
der accounting and fixed capital rec- 
ord systems already existent; second, 
with due regard to the usefulness of 
old valuations in setting up basic in- 
ventories for the plan; and, third, 
with due regard to the fundamental 
differences in character of the indi- 
vidual utilities with respect to kind, 
nature, and extent of territory served, 
size, diversity in enterprise, and many 
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other considerations of importance. 

The agreement idea has been bor- 
rowed intact from the practice of the 
Interstate Commerce Commission and 
is held as an important factor in the 
future success of the plan. As the 
mechanism now contemplated follows 
the precedent of the Interstate Com- 
merce Commission in dealing with 
the committees formed by certain 
groups of railroads, the reader is best 
referred to this source for the details 
of its operation. 













9 ogy of the bureau of valu- 
ation and members of the rail- 
road committees affix their signatures 
to individual agreements over such 
matters as the price of specific equip- 
ment as of a certain date, the accept- 
ance of such and such a definite index 
number as valid for application to 
prices as of a certain date, and so on. 
In this mechanism opportunity is af- 
forded for the registering of disagree- 
ment in a similar manner. In this 
way, that detail which is agreed upon 
by the parties concerned is definite; 
that which is in dispute is also defi- 
nitely set forth. This procedure in- 
troduces the greater use of the con- 
ference table and sets up a workable 
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relation between the commission and 
the utility companies which permits 
the requisite codperation without dis- 
advantage to the public interest. 

Still another principle, which is 
counted upon to assume considerable 
importance in the reduction of cost 
and in the introduction of rational 
methods into valuation procedure, is 
the use of agreement as to the engi- 
neering precision which shall be at- 
tempted in the valuation of certain 
property (especially that involving 
voluminous detail and relatively small 
fixed capital value). 


I“ the past a most convenient legal 
attack upon any valuation has been 
to attempt the discrediting of the 
whole by finding a lack of perfection 
in some minute or even irrelevant 
part. By using engineering precision 
as a guide, that which is relatively 
important may be segregated from 
that which has little effect upon the 
answer sought. For instance, a 20 
per cent error arising in the valuation 
of an item constituting 5 per cent of 
the fixed capital property amounts to 
only 1 per cent error in the answer 
sought; whereas a 20 per cent error 
in an item constituting 80 per cent of 
the fixed capital property amounts to 
a 16 per cent error in the answer 
sought. 

By careful attention to precision in 
the valuation of items making up a 
large proportion of the property, and 
less attention to those items of insig- 
nificant importance, great amounts of 
cost can be saved without detriment to 
the final answer. It is proposed to 
set definitely apart those items of in- 
significant importance, establish defi- 
nitely the identity of such items, agree 


upon the methods to be used in ap- 
praising their value, and agree upon 
the probable precision of the method 
and its effect upon the answer sought. 
This procedure should preclude any 
attack upon such items for the pur- 
pose of discrediting an entire valua- 
tion. Attack upon such items can 
only result in the reappraisal of the 
items to a higher degree of precision 
when specifically requested, and then 
only in the reappraisal of the items 
specifically attacked. 


F& any continuous inventory of 
fixed capital property there must 
be a basic inventory and careful rec- 
ord of additions and retirements sub- 
sequent thereto. This basic inven- 


tory, to represent basis of fact, should 
be in terms of original cost, especial- 
ly since it is the practice to distinguish 
carefully between original cost and 
cost to the present owner. To make 


valuations upon this basis for all of 
the utility companies of the state 
would be very costly even though 
desirable. 

The practical answer is, therefore, 
to utilize whenever feasible recent 
valuations whose validity is consid- 
ered acceptable and rely upon the 
passage of time to erase the im- 
portance of the basic valuation. Re- 
tirement of the older property ulti- 
mately produces a record which is a 
true original cost record. 

The recent valuation, to be suitable 
for use, in every case must be accepta- 
ble as representing the best estimate 
of original cost practically obtainable. 
This practice is considered to be of 
great importance in reducing the cost 
of establishing the continuous inven- 
tory plan. 
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AS pointed out above, the Wiscon- 
sin plan is at present a flexible 
mechanism adjusting itself to the ob- 
stacles as they arise in order to ac- 
complish the goals which have been 
set. As is to be expected, however, 
a definite, recommended plan is being 
carefully worked out piece by piece to 
form a background for continuous in- 
ventory practice in Wisconsin. 

This recommended plan is slowly 
taking shape and being written into 
the policies and practices set forth in 
a reference manual which has been 
designed to play an important part in 
the work of establishment and future 
operation of the plan. This reference 
manual is of the loose-leaf type, sub- 
ject to continual revision as the plan 
is perfected and more and more back- 
ground is gathered for the treatment 
of individual cases which may be al- 
lowed to deviate from recommended 
practice. This manual is, in effect, a 
continuous report to the commission 
from the engineering department con- 
cerning plans and policies and changes 
thereto. Upon release by the commis- 


sion, this manual serves as a statement 
of policy and recommended procedure 
for the information and criticism of 
the utility companies codperating in 
the plan. 


A’ the present time, the distribu- 
tion of this manual is confined 
to the departments of the commission 
and the codperating utility companies, 
because of its incompleteness and 
changing character. Its purpose is to 
furnish a working medium for the 
expression of policy and the file of 
pertinent data by the Commission in 
the process of obtaining the best 
practical solution of the continuous 
inventory problem. Any statement 
of recommended practice, therefore, 
is not only now, but even in the fu- 
ture, subject to revision as the need 
arises. Sketching briefly the practice 
contemplated or recommended at the 
present time, it seems important that 
such comment relate chiefly to such 
basic features as fixed capital units, 
indexing, and plant measurement rec- 
ords. 


The concluding article of this series by Mr. Ayres will appear in the 
following issue of this magazine—out July 5th. 





Odd Items about the Utility Services 


AxnouT ninety-four per cent of the total wire in the Bell System is 
in cable. 


~ * 
THERE are more locomotives than passenger cars owned by American 


railroads. 
. x 


THE United States has 50 per cent of all the telephone wire mileage 


in the whole world. 
* * 


In the United States more than 100 million people live and work 
within ten miles of the nearest railroad. 


761 














Mr. Lewis Spoke Right Up 


But the head of the United Mine Workers 


then said it was not for publication 


APPARENTLY the labor leader is not altogether pleased with the Federal develop- 

ment of hydroelectric projects because of the effect on the coal industry and 

mine labor, but his secretary says his reported statement with reference to the 

matter was of a semi-confidential nature and that he does not want anything 

more said about it. The question raised, however, is interesting and the 
author discusses it. 


By HERBERT COREY 


NE most extraordinary thing 
O took place at the NRA con- 

ferences in Washington at 
which industry and labor and, as an 
afterthought, the consumer, were 
asked to talk right out in meeting. 
Only one newspaper reported it and 
that one paper was thereafter silent 
about it. 

It may have been a portent. It 
may have been an invitation to a 
hoss-trade. It may have been one of 
the sudden, ominous flares one some- 
times sees by night in a volcanic 
country. The man responsible for it 
did not disavow it. The sub-prefects 
of the administration professed an 
ostentatious ignorance. Public inter- 
est was not aroused. Yet that inci- 
dent may have been of more signifi- 
cance than any other one thing at the 
complaints conference. 

The element of suspense will here 
be deliberately brought into play. 


Before the incident itself is dis- 
cussed John L. Lewis will be offered 
for consideration. He needs no intro- 
duction to an American audience. 
Mr. Lewis is certainly the most pow- 
erful individual in organized labor. 
He is the president of the United 
Mine Workers, a body of tough, 
heady, determined fighters who have 
for years been under an economic 
handicap because of the declining use 
of coal in industry. Lewis came up 
from the ranks. His Welsh father 
had been blacklisted by the operators 
because he fought for the miners’ 
right to organize. Lewis literally 
fought his way into power. His 
hands were as good as his head when 
he was young. He is today a thick- 
shouldered, rough-browed, set-jawed 
man who has acquired a real educa- 
tion by reading and who has a gift 
of eloquence which is soothing and 
persuasive or stormily provocative as 
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the need at the moment indicates. 


NDER its form of organization the 

United Mine Workers act as a 
body once a policy has been deter- 
mined. - Lewis has always been loyal 
to his union, but he has on occasion 
shown a statesmanlike willingness to 
subordinate its interests to those of 
the nation as a whole which has 
earned him the thanks of four Presi- 
dents. 

Coal operators who knew him as 
the implacable and none too delicate 
leader of innumerable fights in the 
mining regions at first refused to meet 
him in the coal code conferences. 
Before those conferences ended they 
had learned to regard him as.a hard 
but essentially fair antagonist. It is 
possible that he could not defeat 
William M. Green in a contest for 
the presidency of the American Fed- 
eration of Labor, but it is highly im- 
probable that Green could be reélected 
against his opposition. If conditions 
were different it is certain that John 
L. Lewis would exact the ultimate 
penny in wage for the mine workers. 
The dwindling use of coal because of 
the competition of oil, gas, and hydro- 
electricity has compelled him to a rea- 
sonableness for which he was not al- 
ways credited by the mine owners. 
Nominally a Republican, in fact his 
politics and his religion are bound up 
in the constitution of the United 
Mine Workers. So much for the 
man in the case. 

Now for the extraordinary inci- 
dent. 


O* the morning of March 7, 1934, 
buried at the foot of a column 
on one of the inside pages of the 
Washington Post appeared an item in 
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which Lewis was quoted. The Post 
has been mildly critical of some of the 
activities of the administration and 
its reform affiliates since Eugene 
Meyer rescued it from the powerless 
hands of Edward Beale McLean. 
Perhaps it is better to say that the 
Post has been doubtful of some of the 
administrative activities. | Without 
putting itself in a violent position of 
opposition it has sprinkled occasional 
grains of editorial salt on the daily 
news reports. This headline appeared 
over the item in question: 


LEWIS ASSAILS DEVELOPMENT 
OF WATER POWER 


Mine Union Head Says TVA, Loop River, 
Are Unsound Projects 


Striking at the Tennessee Valley Author- 
ity and other government projects to de- 
velop hydroelectric power, John L. Lewis, 
president of the United Mine Workers of 
America, yesterday declared this “unsound, 
uneconomic policy” is threatening the 
whole coal-mining industry. 

He asserted that the TVA, Boulder Dam, 
Loup river, and other power developments 
were not authorized upon a basis of cost, 
adding that power can be generated more 
cheaply by coal than by the construction 
of hydroelectric plants. 

The inevitable result of such a policy, 
he told a conference of mine operators and 
union officials, “can only mean destruction 
of the coal-mining industry and vast in- 
creases in unemployment among the 
miners.” 

In particular, he charged that the Loop 
river project is being “Promoted by a 
group of about 150 individuals out in 
Nebraska who have hired a man to repre- 
sent them in getting government money to 
finance the project, and from all reports 
he is to get either 10 or 5 per cent of 
the gross amount that the government 
allots. : 

“A very simple proposition, and, by the 
way, the Loop river project was surveyed 
repeatedly by private power enterprise and 
rejected as being an inefficient site for the 
development of electric power on the basis 
of cost of other projects and with coal.” 

He also criticized the creation of a Miss- 
issippi Valley Authority, the bill for which 
he said proposes that the government 
“write a blank check” to finance hydro- 
electric developments. 
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“Certainly,” he added, “it is not a sound 
policy from our viewpoint to destroy per- 
manent jobs in America and substitute for 
them only an equal number of temporary 
jobs, and that is about what the hydro- 
electric power propositions amount to in 
their final analysis.” 


M: Lewis might well have extend- 
ed the range of this statement. 
A recent release from the Interior 
Department states: 


The PWA allotments for power generat- 
ing and distributing plants total $128,- 
000,000. It should be understood that this 
is not the total of the expenditures in 
prospect, but only the initial costs. Of 
this total $104,160,000 is being spent by the 
Federal government and $24,700,000 has 
been allotted to 50 non-Federal projects. 
The non-Federal projects are being con- 
structed by local government subdivisions 
which are public bodies, so the projects 
will be publicly owned and operated. 


It appears from this release that 
$20,000,000 has been allotted to begin 
construction on the Bonneville dam 
and power plant and $25,000,000 to 
commence construction of the Fort 
Peck dam on the Missouri river in 
eastern Montana. The Grand Coulee 
dam will be started off with an ante 
of only $15,000,000, $38,000,000 
more to Boulder dam, and as a start- 
er $12,000,000 to the Casper-Alcova 
project. 

The ice is to be broken for the 
Loop river dam and power works 
with $7,300,000, and a combination 
irrigation and power plant on the 
Platte river in Nebraska will have 
$7,500,000 for its first bit of sub- 
stantial nourishment. 


NYWAY, it would seem but nat- 
ural that the defiance of Mr. 
Lewis should have been further in- 
quired into by the press. Here two 
sweethearts of America were being 
vigorously brick-batted by a beetle- 
browed person who was apparently 
not a sincere convert to the new doc- 
trine. The extremely vocal opponents 
of the utilities in the United States 
Senate and elsewhere have been main- 
taining that the interests of the con- 
sumer could only be preserved by pro- 
viding government-owned competi- 
tion from hydroelectric plants. The 
fact that the cost of electricity to the 
consumer has been going down stead- 
ily is not referred to by them. Nor 
is the fact that during four years of 
hard times the use of electricity has 
increased constantly. It will be ac- 
cepted by most people without argu- 
ment that when dollars are scarce they 
are only spent for things which are 
more valuable to the consumer than 
are the other things offered for sale. 
In criticizing the administration’s 
plan to confer power on Authorities 
to reconstruct large areas he is tread- 
ing on even more dangerous ground. 
It should be made clear that whether 
or not Mr. Lewis was a bull-roarer in 
his earlier years as a leader of union- 
ists, as his antagonists have charged, 
he is essentially a part of high politics 
today and is generally credited with 
statesmanlike capacity. 


e 


vately owned utilities out of business one fact becomes ap- 


q “IF government-owned hydroelectric enterprises put. pri- 


parent. No taxes can be collected from the publicly owned 
plants, although those in private ownership are today pay- 
ing something like sixteen per cent of their gross revenues.” 
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Is immediate job is to get all that 

he can safely get for the coal 
miners and unless he were compelled 
by necessity he would certainly not 
attack projects so dear to the admin- 
istration’s heart as are these Authori- 
ties. Mr. Roosevelt has said that if 
_ the Tennessee valley experiment is 
successful it will show the way to the 
rehabilitation of other vast areas. 
Professor Rexford Tugwell sees in it 
shattering powers “which might lead 
to the depopulation of cities.” Sena- 
tor George W. Norris, the unfalter- 
ing foe of privately owned utilities, 
is so far involved in the TVA project 
that a dam has been named for him. 
Mr. Lewis could only have dared say 
what he did if he believed, as he said: 


This unsound, uneconomic policy is 
threatening the whole coal-mining industry. 


When I read that brief article in 
the Washington Post I at once tele- 
phoned John L. Lewis at his quarters 
in the Carlton Hotel for a further 
statement. Mr. Lewis was not avail- 
able. He is an extremely busy man 
in these very busy days. But it is, 
ordinarily, not too difficult a matter 
to get a yes or no statement from Mr. 
Lewis on a matter in interest. His 
secretary promised to place my ques- 
tions before him and if possible to 
arrange an interview. I wanted to 
know : 

First, whether he made that state- 
ment ; 

Second, whether it had been made 
in the form of a release and therefore 
available to all newspapers ; 

Third, what else he had to say 
about it. 


A’ the appointed hour A. D. Lewis 
came to the telephone. He is a 


brother of John L. Lewis, and acts 
as a confidential secretary. He said 
that John L. Lewis did not care to 
discuss the matter. Then he said 
what so many others have said in 
Washington during the last few 
years. Under the combined influence 
of a censorship and a roaring flood 
of daily press releases it has become 
the sincere conviction of many per- 
sons in Washington and elsewhere 
that the old rules for news-getting and 
printing have been abated and that 
only those things may properly be 
printed which have been duly visaed 
by some in authority. 

“That matter should never have 
been printed,” said Mr. A. D. Lewis. 
“Tt was not authorized. The state- 
ment was made in a semi-confidential 
capacity at a conference. Mr. Lewis 
did not give permission that it should 
be printed and he does not want any- 
thing more said about it.” 


gs for myself, I do not care 
two whoops and a holler for Mr. 


Lewis’ permission. It is evident 
from A. D. Lewis’ statement to me 
that the facts in the article in the 
Washington Post were essentially 
correct. He did not contradict the 
printed statements. He did not even 
criticize them. On the surface it ap- 
pears that the Washington Post’s in- 
formation was correct and that Lewis 
said these things to a conference of 
mine operators and union officials. 
Whatever obligation of secrecy there 
may have been between the conferees 
it had been disposed of when the story 
was printed. It is never possible to 
keep from the press the operations 
even of the U. S. Senate in executive 
session. 
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Loss of Revenue to Government by Federal 
Electric Development 


“a if a fair degree of sportsmanship 
were to be shown toward the private- 
ly owned utilities in which millions of money 
are invested, and no interference with their 
fields were permitted, the publicly owned 
plants would still be competitors for new busi- 


ness. 


The extent of the new business gained 


would measure the further loss of revenue to 


the government.” 





HE inexplicable thing, to my 

mind, is that neither the Post nor 
any other paper followed up this in- 
cident while it was hot. Old Colonel 
Henry Watterson, the all-time dean 
of Southern journalism, was once 
called on by a body of well-fed cit- 
izens : 

“We have come to urge upon you, 
Suh,” said the citizens, “that yo’ duty 
to the public requires that yo’ do not 
print this story. It would be contrary 
to public policy, Suh.” 

“Gentlemen,” said Colonel Watter- 
son, “until the public is in possession 
of the facts, it can have no public 
policy.” 

It is noteworthy, however, that no 
denial was made of the fact that the 
statement was made, in “a semi- 
confidential capacity” at the confer- 
ence of mine owners and mine opera- 
tors. I do not know what a semi- 
confidential capacity may be. A secret 
is either a secret or it is not a secret. 
Nor has Mr. Lewis ever shuddered 
. away from a proper use of the press. 
It is probable that he has raised more 
goose pimples on the American body 
politic than any other man in public 


life. If he had really desired to make 
that statement public the U. S. Ma- 
rines could not keep his mouth shut. 

The probable truth is that the af- 
fected mine owners would not agree 
to the publication of this or any 
other detail of their conference. In- 
dividually the mine owners I have 
met have all been fine fellows but in 
fighting any one but each other or the 
mine workers a field mouse is a lion 
by comparison, a lion seething with 
marijuana. No doubt they clamped 
the lid on the conference. During the 
period in which the coal code was be- 
ing hammered into some order a lead- 
ing man in the Alabama coal industry 
said to me: 


ce HE hydroelectric developments 
in the Tennessee valley can put 


the Alabama coal industry out. The 
only thing we can do is to close our 
mines. Not a mine in Alabama is 
making any money today. We run on 
such a narrow margin that even in 
good times we only hope to make 
enough to pay our losses in bad times. 
If current is to be brought into Ala- 
bama from the TVA and the sale of 
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coal for the production of electric en- 
ergy is ended, every coal miner in 
Alabama will be out of work.” 

But he forbade the publication of 
this statement. The coal owners 
agreed to its truth, to a man, but 
maintained “an heroic silence. Pre- 
cisely what they have to gain by 
snuggling this fox of destruction 
under their Spartan cloaks is not 
clear. Either the statement made by 
Mr. Lewis and innumerable mine 
owners is true, to the effect that the 
government-backed hydroelectric proj- 
ects will put hundreds of thousands 
of coal miners out of work and ruin 
thousands of coal owners, or it is not 
true. The facts seem to sustain their 
contention. If the used current in a 
given area is produced by falling 
water then no coal will be burned in 
its production. That is all there is 
to it. 


I’ government-owned hydroelectric 
enterprises put privately owned 
utilities out of business one fact be- 


comes apparent. No taxes can be 
collected from the publicly owned 
plants, although those in private own- 
ership are today paying something 
like sixteen per cent of their gross 
revenues. It is a matter of very pub- 
lic knowledge that more and bigger 
taxes will be gravely needed in the 
future. If Mr. Lewis and the coal 
operators are accurate in their surmise 
many coal mines must likewise be 
closed. No matter how small may be 
a coal mine it still pays taxes. The 
loss of revenue from the injured utili- 
ties will then be increased by a loss 
of revenue from the closed coal mines. 
These statements are not disputed, 
even by the most biased proponents 


of public ownership. It is the plan 
of the Tennessee Valley Authority to 
supplant the privately owned utilities 
in its field in the sale of current if and 
when it can to the limit of its capacity. 
This may be accepted as the gospel 
of all the other public-owned hydro- 
electric projects. 

Even if a fair degree of sportsman- 
ship were to be shown toward the 
privately owned utilities in which mil- 
lions of money are invested, and no 
interference with their fields were 
permitted, the publicly owned plants 
would still be competitors for new 
business. The extent of the new 
business gained would measure the 
further loss of revenue to the govern- 
ment. 


| has been stated and the statement 
has not been challenged that the 
privately owned utilities on the west- 
ern coast are today not merely equal 
to all the demands for power but are 
equal to all the demands which may 
be made in the future unless an un- 
anticipated shift in industrial estab- 
lishments takes place. The St. Law- 
rence power project seems to be mori- 
bund at the present, but it has been 
stated that if it were to be completed 
it would be possessed of such a sur- 
plusage of power at the gates that a 
dislocation of the industrial set-up of 
a large part of the East would have 
resulted, with consequent injury to 
the treasuries of countless cities and 
towns now served by privately owned 
utilities. 

These general statements of fact 
being conceded, and it is difficult to 
see how they can be challenged, the 
extent of the government’s plan for 
the production of hydroelectric power 
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may be examined, in the light of Mr. 
Lewis’ objection that it threatens the 
entire coal-mining industry. No at- 
tempt will be made to make a com- 
plete census of the big and little gov- 
ernment projects, but the releases 
from various government depart- 
ments indicate that government-power 
production is contemplated in three 
important geographic divisions. On 
March 15, 1934, Secretary Ickes of 
the Interior Department announced 
that the huge Grand Coulee dam and 
power project on the Columbia river 
is to be constructed and operated by 
the Federal government. 

This development is located in the 
eastern part of Washington, 75 miles 
west of Spokane, and will be linked 
with another Federal project on the 
Columbia at Bonneville, Oregon. 
The two Columbia river plants com- 
bined with the power output of the 
Casper-Alcova works in Wyoming, 
another Federal project, will be able 
annually to generate millions of horse- 
power in an area which cannot utilize 
the power now available. The Grand 
Coulee project will cost approximate- 
ly $63,000,000, the Bonneville plant 
about $31,000,000, and the Casper- 
Alcova works about $16,000,000. 


HIs tripartite project in the 
Northwest will supplement the 
Boulder dam development in the 
Southwest, now in rapid course of 


construction. Both regional develop- 
ments will be able to inundate the 
Pacific coast with power, as soon as 
some one may be found to buy it. 
The customers are not in sight at 
present, but if David Lilienthal’s 
scheme of operation for the TVA may 
be taken as a model the combined 
plants in the South and Northwest 
must invade the field at present fully 
occupied by the privately owned utili- 
ties. This will be forced upon them 
if they are to dispose of their power, 
unless new industries may be brought 
from other regions to make use of it. 
The third geographic division which 
the government will invade with its 
power project is, of course, that cen- 
tering around the Tennessee valley. 


| is not possible to state to what 
extent these hydroelectric projects 
will affect the sale of fuel coal. Many 
of the privately owned utilities now 
depend in part upon hydraulic power 
for the production of energy, al- 
though practically all of them keep 
coal-burning plants in reserve against 
the possible loss of water power for 
one or another reason. It is apparent 
that there must be a tremendous loss 
in coal usage. This involves a dis- 
proportionate loss in employment. A 
few oilers and gate tenders only are 
needed at a hydraulic plant, in com- 
parison with the almost innumerable 
miners and loaders and railroad men 


& 


dynamo in every home to wash dishes and chop feed, but 


q “It might be a grand thing for the citizenry to have a little 


the miners in these minor and distant fields would be out 
of work. Today only every other qualified miner can get 
enough work to keep his family alive.” 
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and truckdrivers and clerks and 
weighmasters needed to produce an 
equivalent amount of power at a 
coal-burning pliant. Something of 
what has already happened to the 
coal-mining industry may be learned 
from a review of the statement made 
by Dr. Alexander Sachs, an economist 
at the time connected with the NRA, 
during the hearings on the coal code. 
Only a few of the more salient sen- 
tences will be used. 


The problem of coal is not a problem of 
the current depression. 

Depression in coal—progressive loss of 
employment and business and profits—have 
been with us throughout the preceding 
decade of industrial prosperity and even 
boom. The depression has been structural 
rather than the result of the business cycle. 


D r. Sachs then outlined the causes 
for the coal depression as too 
technological changes, 
resulting in low 


many mines, 
competing fuels, 


prices and starved wages, and bank- 


ruptcies and reorganizations. The 
consequence of the numerous causes 
he cited is that: 


The average percentage reduction in fuel 
consumed per unit of production from the 
beginning of the fuel economy movement 
in 1909 to the end of the post-war boom 
in 1929 may be summarized as follows: 


Per cent 
reduction 

Electric public utility plants 

Steam railroads 

Petroleum refining 

Iron furnaces, steel works, and roll- 

ing mills 
Cement mills 
Other manufacturing, approximately 21 


The average reduction in all industrial 
and railroad uses combined is 33 per cent. 
The total heat values supplied by bitu- 
minous coal declined from 72.7 per cent in 
1913 to 44.9 per cent in 1932. 

In that statement Dr. Sachs gave a 
perfect picture of a sick industry. 
Operators, he said, have, broadly 
speaking, been in the red since 1923. 


Mr. Lewis is interested in these facts 
primarily because of the loss of em- 
ployment they disclose, just as he is 
interested in the prospective hydro- 
electric developments of the govern- 
ment because of the effect upon the 
mine-working body. 


D* Sachs states that the industry 
employed 704,793 workers in 
1923 and only 346,058 in 1932. 


Even that does not adequately represent 
the loss in employment. It is man hours 
and man days that tell the story. For a 
period of 32 years ending in 1921 bitu- 
minous mines worked on an average of 
213 days per year. In 1932 the working 
time was 145 days. 


The statement of this government 
economist seems sufficiently grave to 
justify Mr. Lewis in his expression 
of opposition to the government- 
owned and operated hydroelectric 
plants as certain causes of a further 
reduction in employment in the coal 
mines. No one has as yet touched 
upon one phase of this prospective sit- 
uation. Soft coal is being produced 
today in 92 fields scattered through 
32 states. Many of these fields are 
at such a distance from effective 
transportation, or produce coal of 
such inferior quality, that they fur- 
nish regional service only. Either the 
operators cannot get their coal out 
profitably or they could not sell it if 
they did. Nevertheless they furnish 
work to many thousands of men in 
the aggregate. 

The towns and villages in these 
regions are served with electricity 
by coal-burning plants for the most 
part. Here and there may be a 
hydro-plant, but such a high-costing 
plant would undoubtedly be prohibi- 
tive except to a great company or the 
government. 
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Balance of Power between Industry and 
Organized Labor 


~“— will probably be conceded by every fair-minded man that pres- 
ent conditions demand the preservation of a balance of power 
between industry and organized labor. If either were forced to submit 
to the political domination of the other an unhealthy situation would 


arise. 


The desirable status is a friendly understanding backed with 


sufficient force on each side to keep it friendly.” 





WE the government gets its 


huge projects in operation it 
will have millions of kilowatt hours 
to sell. No one knows how many. 
These extra kilowatt hours will be 
added to the kilowatt hourage now 
furnished by the privately owned 
plants. Customers must be found for 
the surplusage. If an agreement were 
to be entered into with the privately 
owned utilities by which the govern- 
ment refrained from invasion of their 
territories—and nothing of the sort 
has ever been suggested—the need for 
selling the surplusage would be even 
more pressing. The logical conclu- 
sion is that the government would set 
up its own distribution systems, just 
as the TVA plans to do, and would 
invade the regions now supplied with 
electricity by small plants which de- 
pend on field mines for fuel. It might 
be a grand thing for the citizenry to 
have a little dynamo in every home to 


wash dishes and chop feed, but the 
miners in these minor and distant 
fields would be out of work. Today 
only every other qualified miner can 
get enough work to keep his family 
alive. 

Another question arises for con- 
sideration. In fact, the whole topic 
bristles with questions. It will prob- 
ably be conceded by every fair-minded 
man that present conditions demand 
the preservation of a balance of power 
between industry and organized labor. 
If either were forced to submit to the 
political domination of the other an 
unhealthy situation would arise. The 
desirable status is a friendly under- 
standing backed with sufficient force 
on each side to keep it friendly. Past 
history shows that in the coal-mining 
industry when either operator or 
miner got the upper hand he picked 
up a club with it. Only a belated 
and reluctant recognition of the fact 
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that the industry if not dying was 
rapidly dwindling brought about the 
fairly satisfactory understanding of 
today. 

Was it not Benjamin Franklin who 
said that: “If we do not hang to- 


gether we will all hang separately ?”’ 


iy through the operation of govern- 
ment-owned hydroelectric plants a 
sufficient number of miners are 
thrown out of work to weaken seri- 
ously the United Mine Workers or- 
ganization it seems probable—if one 
may read the future by the light of 
the past—that shifts of the mine- 
working population will immediately 
take place, followed by the wage cut- 
ting and destructive strikes of the 
past. The United Mine Workers are 
now a powerful and conservative ele- 
ment in the American Federation of 
Labor, but if the miners were to lose 
strength in their representation their 
voices would not be listened to with 
the same attention. It may also be 
observed that during the dark .days 
when the United Mine Workers were 
losing members hand over fist those 
who stayed by the organization were 
anything but conservative. A des- 
perate man rarely is. 

Mr. Lewis’ attack upon the govern- 


ment’s hydroelectric projects also sug- 
gests another inquiry, this time in the 
interest of the general public. If the 
privately owned utilities were to be 
driven out of business, or submerged, 
or taken into government partnership 
or operation or management, then the 
vast areas covered by the distribution 
networks of the TVA, the Boulder 
dam, and the Columbia river and 
Casper plants would be more or less 
at the mercy of the unionized em- 
ployees of these plants. It is quite 
true that the decency of the American 
workman, plus the firmness shown by 
national administrations in the past, 
have operated to prevent any success- 
ful nation-wide strike. But if the 
unionized employees of these great 
affiliated plants were to make de- 
mands, and the government were to 
refuse obedience, and the unions were 
to cut off light and heat and power— 
then what? What would be the loss- 
es sustained by innocent persons at a 
distance if these great areas were 
paralyzed? The electrification of 
railroads as well as mills may be ac- 
cepted as a certainty of the future. 

Mr. Lewis got off the tee with a 
walloping stroke right down the fair- 
way. It will be interesting to know 
if he will follow through. 
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State to Build and Operate 
Its Own Rural Electric Lines 


South Carolina to distribute current to farmers 
and rural dwellers on what is termed a codperative 
public ownership basis. 


Tus undertaking as described by the author is to be statewide contemplating 
the purchase of electric energy from the existing private utilities and its dis- 
tribution over state-owned distribution systems designed to reach the more or 
less isolated areas of the state. The legislation also contemplates obtaining 
the funds necessary for the completion of the project from sources other than 
that of the state treasury. This in the opinion of the author seems to indicate 
that the state is somewhat doubtful of the economic soundness of the project. 


By THOMAS FAUNTLEROY BALL 


HE clamor for municipal own- 

ership and operation of the elec- 

tric utilities as the ultimate pan- 
acea for all ills—the depression in- 
cluded—has made itself heard rather 
forcefully down in South Carolina. 

Here we find that the state, accord- 
ing to the Rural Electrification Act? 
which was passed by the 1933 legis- 
lature, has decided to launch forth on 
an extended plan of rural electrifica- 
tion. 

This plan, as originally conceived 
and passed by the general assembly, 
virtually constitutes the South Caro- 
lina state highway commission as be- 
ing the state board of public utilities, 


1 Act 275, page 362, Acts of 1933. 


and charges it with the dual responsi- 
bility of constructing and operating 
electric distribution lines along the 
highways and into the rural areas of 
the state. In other words, the South 
Carolina state highway commission 
has been intrusted with the duties of 
furnishing the electrical needs of the 
farmers and rural dwellers in the more 
or less isolated areas of the state, 
through a so-called codperative pri- 
vate-public ownership enterprise. 
This undertaking is to be state- 
wide, looking to the purchasing of 
electric energy from the existing pri- 
vate electric utilities and then dis- 
tributing it over state-owned electric 
distribution systems, through the 
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agency of independent highway de- 
partment control and administration. 


HE act further provides that the 

department shall have the power 
to illuminate highways throughout 
the state, with particular emphasis be- 
ing put upon the proper location and 
installation of traffic signals at well- 
recognized points of danger. 

It is extremely interesting to note 
that the funds necessary for the suc- 
cessful completion of the scheme, as 
set forth in the act, must be obtained 
from sources other than the state’s 
coffer; preferably, from the Federal 
government. 

In order to ascertain the feasibility 
and economic practicability of estab- 
lishing such an extensive rural electric 
distribution system throughout the 
state, as called for in the said act, it 
soon became evident that a thorough 
survey of the state was absolutely es- 
sential. 

The general assembly determined 
that the expense of constructing and 
operating such a system should in no 
way be a drain on the state’s finances, 
and made an accurate survey of the 
state’s rural sections of paramount 
importance. That is, the legislature 
was bent on having the state of South 
Carolina enter the field of the already 
existing private electric utilities with- 
out having it assume the accompany- 
ing responsibilities for financing the 
project ! 

This, in itself, would seem to im- 
ply that while the state is very vehe- 
ment in its assertions that it intends 
to construct a statewide system for 
the distribution of electric energy to 
rural dwellers, yet it is apparently 
afraid of the undertaking from a fi- 


nancial standpoint and has, therefore, 
taken every precaution against ac- 
cumulating an extra burden for the 
State. 


HE writer wonders whether such 

precautionary measures are not 
a frank admission of the insecurity of 
the undertaking, as a whole. In other 
words, is it not an indisputable fact 
that the state feels rather skiddish of 
the entire proposition? In order to 
show the temper of the legislature in 
regard to this matter, let us quote 
§ 16 of the act, which reads, in 
part, as follows: 

The department shall construct no elec- 
tric line under the provisions of this act, 
nor shall it contract with any power com- 
pany for the distribution of electric current 
at the expense of the department or the 
state of South Carolina until the survey 
provided for in § 12 of this act shall 
have been made and it shall have been 
ascertained that sufficient current can be 
sold to customer-consumers at such a rate 
per kilowatt hour as will within a reason- 
able time retire the original construction 
cost. 

Particular attention should be 
called to an obvious mistake in the 
above quotation 7. e. “. . . that 
sufficient current can be sold to cus- 
tomer-consumers at such a rate per 
kilowatt hour as will within a reason- 
able time retire the original construc- 
tion cost.” This sentence reads as 
though electric current were metered 
and sold at so much per kilowatt hour. 
This is grossly incorrect, to say the 
least, in view of the fact that electric 
current cannot be metered except by 
making use of the unit, ampere. 


URRENT can, in no sense of the 
word, be construed as being a 
measure of the electric energy con- 
sumption. The kilowatt hour, kilo- 
watt year, horsepower hour, or horse- 
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power year are the only units by which 
the electric energy consumption can 
be properly ascertained. The phrase- 
ology of the quotation is obviously 
that of the legal and political mind, 
rather than that of the trained engi- 
neer! It seems a pity that while the 
state was endeavoring to prevent loop- 
holes in its Rural Electrification Act 
it did not have the wording of the act 
carefully scrutinized by a competent 
engineering staff. 

This apparent omission is no re- 
flection on the sincerity of the state, 
but is simply another illustration of 
the fact that politically conceived and 
politically minded enterprises are 
nearly always fraught with dangers 
because of inaccurate phraseology and 
misinformation. No wide-awake, ef- 
ficient private utility would have per- 
mitted such a misconception of facts 
as are so apparent in the above-men- 
tioned quotation. 

With the necessity of making a 
thorough survey of the rural electri- 
fication requirements in South Caro- 
lina the highway commission retained 
the services of Arthur R. Wellwood. 
He was’ instructed to carry out the 
work in the way he thought best and 
to submit his findings, in the form of 
a report, to the highway commission 
as soon as possible. 

N order to have some idea of the 


potential demands among the rural 
folk of the state, Mr. Wellwood be- 


gan holding a series of meetings about 
the middle of September, 1933. These 
meetings were conducted under the 
auspices of the rural electrification 
committee, which was appointed by 
the commission, Mr. Wellwood serv- 
ing as chairman of the committee. 
For the purpose of expediting the 
work of the survey, the committee is- 
sued invitations through the press to 
all sections of the state interested in 
rural electrification to send delegates 
to the hearings, which were held at 
the offices of the highway commission 
on September 20 and 21, 1933. 

The response to these invitations 
was unusually large, and seemed to 
indicate a very definite demand for 
rural electrification throughout the 
major portion of the state. There 
were 53 communities that filed ap- 
plications for service with the de- 
partment during the hearings, or bet- 
ter, that indicated their desire to have 
electric service. Of course, a large 
percentage of these so-called applica- 
tions were the result of a more or 
less spontaneous feeling on the part 
of the people, and would not, in the 
final analysis, result in bona fide ap- 
plications. Nevertheless, they were 
submitted and had to be considered. 


| iy should be mentioned that there 
were also 76 communities, in ad- 
dition to those represented at the for- 
mal hearings, that submitted appli- 
cations for service. But on account 


e 


for the successful completion of the scheme (rural electri- 


q “Ir is extremely interesting to note that the funds necessary 


fication by the state), as set forth in the act, must be ob- 
tained from sources other than the state’s coffer; prefer- 
ably, from the Federal government.” 
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of the lateness of some of these appli- 
cations, it became necessary to limit 
the survey to only 97 projects. While 
reports were made on each of these 
project sections, the extension service 
of Clemson College, located at Clem- 
son, South Carolina, had gathered 
very insignificant and inaccurate data 
pertaining to 343 other project sec- 
tions in the state. This information 
was gathered by the farm demonstra- 
tion agents of said college, at the same 
time that rural agricultural meetings 
were being held over the state. Those 
attending these meetings were merely 
asked to indicate their desire to have 
electric service extended to their re- 
spective communities. The response, 
of course, was apparently unanimous, 
without having in mind the actual 
necessary expenditures incident to a 
successful carrying out of the plan. 
The 97 typical projects, which were 
actually studied in some detail by the 
rural electrification committee, laid a 
potential claim to 4,887 rural and 
farm subscribers. The 343 projects, 
to which reference has already been 
made, would seem to indicate 11,952 
additional subscribers. It should be 
mentioned, however, that even a large 
percentage of the first group of sub- 
scribers might be expected to sidestep 
the proposition as soon as they were 
asked to sign on the dotted line, much 
less those of the latter group. In fact, 
few, if any, of the 11,952 subscribers 
indicated by the farm demonstration 
agents’ data would actually sign up 
for the service, so that, at best, about 
all that could be anticipated, with any 
degree of accuracy, would be those in- 
cluded in the 97 typical projects which 
were studied and reported on by the 
committee. There were 972.5 miles 
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of distribution lines in the 97 typical 
projects, and 3,803.4 miles in the 343 
other projects. 


HE fourteen public utility dis- 

tricts were made coincident with 
the fourteen highway districts, for 
the purpose of having the operation 
of these projects fit directly into the 
organization of the state highway de- 
partment. For example, one highway 
commissioner from each of the vari- 
ous districts would not only have the 
responsibility of caring for the road 
requirements of his particular district, 
but he would also be expected to as- 
sume responsibility for the ultimate 
electrification of the rural areas in his 
own district. 

This is an interesting arrangement, 
to say the least, but highly impractical 
because of the fact that the highway 
department personnel, as now consti- 
tuted, is composed entirely of civil en- 
gineers, none of whom is capable of 
judging the electrical aspects of the 
undertaking. 

According to statistics submitted by 
Clemson College, we find that there 
are approximately 158,000 farms in 
South Carolina, of which 55,000 are 
actually operated by owners and the 
remainder by tenants. The shortness of 
time allotted to the survey made it im- 
possible for the committee to make a 
study of, or check-up on, all the farms 
in the state, so that the survey could 
only cover the 440 projects, contain- 
ing the possible 16,839 potential cus- 
tomers, to which reference has already 
been made. It should be noted that 
these 440 projects are pretty widely 
scattered over the state. 


HE report claims that the’ results 
of this survey show, conclusive- 
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A 


Defect in Plan for Rural Electrification by State 


7" ‘ 7 HILE the whole program of statewide rural electrifica- 
tion 1s not entirely devoid of all justification, there are 
certain inescapable facts that do not bespeak the successful con- 


clusion of the undertaking. 


The whole scheme 


is so planned that there is absolutely no uniformity in the sell- 
ing price of electric energy throughout the state.” 





ly, that there is a very definite desire, 
on the part of rural population of the 
state, to have electric service extend- 
ed over widely scattered, rural areas. 
The supposition is that 4,887 rural 
subscribers, necessitating 972.5 miles 
of distribution lines, are ready and 
waiting to connect up with the state’s 
distribution system. The writer, how- 
ever, can hardly refrain from being 
a bit skeptical as to the number of 
subscribers that will finally sign up 
for the service. 

It must be admitted that there is a 
definite necessity for lighting certain 
sections of the highways and for in- 
stalling beacon lights at dangerous 
crossings. This is attested by the fact 
that there were 576 accidents, after 
dark, on the highways of South Caro- 
lina during 1932! It has been con- 
servatively estimated that 35 per cent 
of these can be attributed directly to 
improper lighting. In order to pro- 
vide for this demand the report of the 
rural electrification committee specifi- 
cally recommends the immediate in- 
stallation of 44 highway lighting sec- 


tions and 79 warning beacons. These 
suggested installations are quite wide- 
ly scattered. 


HE feasibility of the whole 
scheme of rural electrification of 

the state cannot possibly be gauged 
with any degree of accuracy without 
having some idea of the investment, 
revenue, and expense involved in the 
undertaking. It should be mentioned 
that the estimates of annual revenue 
and expense in connection with the 
rural electrification projects in South 
Carolina have all been worked up in 
accordance with the requirements of 
Circular No. 2 of the Federal Emer- 
gency Public Works Administration. 
The actual plan for constructing 
this, more or less, extensive distribu- 
tion system over the state contem- 
plates having the work done under 
the direction and supervision of the 
highway department’s personnel, 
which, it is hoped, may be augmented 
by a well-trained and experienced 
group of individuals, to be specifically 
designated as the “Rural Electrifica- 
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tion Division.” It is claimed that this 
method of handling the construction 
work will result in eliminating the so- 
called contractor’s profit, and thus 
make for economy in the original in- 
vestment. Hence, all figures pertain- 
ing to the actual investment costs 
must be understood to be exclusive of 
contractor’s profit. It should also be 
mentioned that all estimates for con- 
struction work have been based on 
modern engineering practice. . 


ig is interesting to note that the total 
of all estimates, pertaining to the 
97 typical projects actually studied 
in detail, amounts to $1,162,200, in- 
cluding highway lighting. Of this 
amount, $315,000 is regarded as an 
out-right grant, in accordance with 
the PWA ruling that 30 per cent of 
the cost of any project may be con- 
sidered as a gift, provided same be 
applied to material and labor items. 
This would leave a balance of $847,- 
000 which would have to be secured 
on a loan basis. 

In order to form some idea of ex- 
actly how the total amount of money 
is to be expended on the various proj- 
ects throughout the state, reference 
should be made to the following: 

Judicial Circuit No. $110,100 

Judicial Circuit No. 2........ 51,100 

Judicial Circuit No. ; 

Judicial Circuit No. 

Judicial Circuit No. 

Judicial Circuit No. 

Judicial Circuit No. 

Judicial Circuit No. 

Judicial Circuit No. 

Judicial Circuit No. 

Judicial Circuit No. 

Judicial Circuit No. 

Judicial Circuit No. 

Judicial Circuit No. 

All Judicial Circuits $1,162,200 2 


2 Table taken from “Survey of Rural Elec- 
trification in South Carolina.” 


.’ is further estimated that if the 97 
typical projects be undertaken, ex- 
clusive of highway lighting, the grant 
and loan under the PWA require- 
ments will be $290,600 and $781,000, 
respectively. 

Furthermore, by applying the same 
unit costs, as were used in working 
up the estimates on the 97 typical 
projects, to the 343 additional proj- 
ects submitted by Clemson College, 
the report shows that the estimated 
total investment cost for the 440 
projects, including highway lighting, 
would amount to $5,355,700, of which 
$1,453,200 would come under the 
head of a direct grant, according to 
PWA requirements. The remainder, 
amounting to $3,902,500, would then 
have to be secured as a loan. 

The estimated annual revenue to be 
derived from the original 97 typical 
projects, in which highway lighting 
was included, is $317,000, while the 
annual expense incurred on the same 
projects amounts to $315,700. Dis- 
regarding highway lighting, these are, 
respectively, $288,500 and $288,000. 


I* attempting to analyze the annual 


expenses, the writer finds that 
these figures are based upon the fol- 
lowing facts: 


1. A weighted cost of 2.732 cents 
per kilowatt hour for purchased ener- 
gy, calculated by the application of 
individual project requirements to the 
submitted schedules of the particular 
utility in whose territory the project 
lay. 

2. Operation and maintenance al- 
lowances taken at 4 per cent on the 
total investment. 

3. Interest allowed at 4 per cent on 
70 per cent of the material and labor 
items plus 4 per cent on all overheads. 

4. Amortization taken at 5 per cent 
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on 70 per cent of the material and la- 
bor items plus 5 per cent on all over- 


heads. 

5. Renewals and insurance allow- 
ances taken at 3 per cent of the total 
estimated investment. 

6. All tax allowances were omit- 
ted. This was a requirement of the 
South Carolina Rural Electrification 
Act. 


Femmes analysis of the annual 
revenue to be derived, exclusive 
of highway lighting, reveals the fol- 
lowing interesting facts: 


1. Revenue has been based on the 
application of the individual project 
loads to the private utilities’ urban 
rate schedules. 

2. All retail rates to be charged 
the rural customers are exactly the 
same as those of the private utilities 
in a given area. 

3. A resultant weighted average 
revenue of 6.135 cents per kilowatt 
hour. This figure is apparently 
0.795 cents lower than the 1931 na- 
tional average for rural electrification 
in states east of the 100th meridian. 

4. Revenue from highway lighting 
to be set at $60 per light per annum. 
Moreover, on the assumption that 

the annual expenses of the 97 typical 
projects had been worked out on the 
basis of 2.258 cents per kilowatt hour, 
which figure was obtained from the 
published schedules of the principal 
electric utilities serving the various 
sections of South Carolina, the annual 
expenses, would amount to $288,200 
as compared to the $315,700 result- 


ing from purchasing energy at 2.732 
cents per kilowatt hour. On the same 
basis, and exclusive of highway light- 
ing, the estimated annual expenses 
would be $263,200 as compared with 
$288,000, given before. Again, if 
the energy cost be set at 2.258 cents 
per kilowatt hour, the estimated an- 
nual revenue and expense for the 440 
projects will be, respectively, $1,023,- 
000 and $990,600, including highway 
lighting. 


A CAREFUL examination of the 97 
typical projects, actually studied, 
shows very clearly that there are quite 
a few projects in this group which 
cannot be proven self-sustaining or 
self-liquidating enterprises. Yet when 
these are combined with other proj- 
ects of the group, which have higher 
customer densities, the report claims 
that the group, as a whole, may be 
regarded as self-liquidating. 

This contention, the writer believes, 
is entirely erroneous, since the group 
cannot be regarded as self-liquidating 
unless each of its component parts, or 
separate projects, can be shown be- 
yond a shadow of a doubt to produce 
annual surpluses rather than deficits! 

It is claimed that the estimated ru- 
ral electric energy consumption, as set 
forth in the report, is in line with the 
rural electric loads in the southeast- 
ern states. The following facts are 
of interest and pertain to the first 


e 


lighting certain sections of the highways and for installing 
This is attested by 


q “Ir must be admitted that there is a definite necessity for 


beacon lights at dangerous crossings. 


the fact that there were 576 accidents, after dark, on the 
highways of South Carolina during 1932!” 
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year of full operation, including rural 
electric line losses : 


1. The 97 typical projects, includ- 
ing highway lighting, show the an- 
nual demand and energy consumption 
to be 2,740 kilowatts and 5,790,100 
kilowatt hours, respectively. Exclud- 
ing highway lighting, these figures 
became 2,600 kilowatts and 5,225,400 
kilowatt hours. 

2. Taking into account highway 
lighting, the 440 projects, to which 
reference has already been made, are 
estimated to have annual demands 
and energy consumptions of 9,080 
kilowatts and 18,570,100 kilowatt 
hours, respectively. 

3. The demand figures for the sys- 
tem are noncoincident peak loads. 

4. The annual rural electric con- 
sumption per customer, amounting to 
962 kilowatt hours, represents all 
classes of service. This figure is ex- 
clusive of highway lighting, and is 
considerably less than the average an- 
nual consumption per rural customer 
for six southeastern states, which 
was 1,140 kilowatt hours per custom- 
er during 1931. 


Whee writer feels that while the 
whole: program of statewide ru- 
ral electrification is not entirely de- 
void of all justification, there are cer- 
tain inescapable facts that do not be- 
speak the successful conclusion of the 
undertaking. 

The very fact that the whole system 
is to be designed, erected, and oper- 
ated by the state highway department, 
seems, on first thought, to be highly 
visionary and impractical, since this 
department has absolutely no person- 
nel or organization capable of under- 
taking such work. 

Moreover, the whole scheme, as 
set forth in the report, is so planned 
that there is absolutely no uniformity 
in the selling price of electric energy 
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throughout the state. This, of 
course, would make for endless con- 
fusion and dissatisfaction, since like 
customers would pay different rates 
for like service from the same distrib- 
uting agency. 

This condition of affairs is un- 
doubtedly the direct result of the fact 
that the plan calls for the purchase of 
electric energy from the various elec- 
tric utilities already operating in the 
different sections of the state. No- 
two utilities have identically the same 
schedule of rates. If the state were 
to undertake the purchase of energy 
from these companies and then at- 
tempt to distribute same to the vari- 
ous rural sections, it would be impos- 
sible not to charge different rates for 
similar service in the various sections 
of the state. 


A the private utilities cannot 
afford to enter into contracts 
with the state that would make them 
liable for damage suits for accidents 
occurring along the state’s distribu- 
tion lines. 

This is one of the most objectional 
features of the whole plan. Surely 
the private companies will not agree 
to a transfer of electric energy from 
their respective transmission systems 
to the state’s rural distribution system 
unless the state is willing to assume 
the liabilities involved in its part of 
the undertaking. It is very doubtful 
that the state will be willing to assume 
these liabilities! 

The private companies will, in all 
probability, be severely criticized for 
not assuming this responsibility. Yet 
the proposed plan even goes so far as 
to make the state’s rural electrifica- 
tion system absolutely free from tax- 
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ation while heavy taxes are exacted 
of all private utilities! 

Despite the fact that the average 
cost of energy purchased from the ex- 
isting utilities is comparatively low 
and commensurate with the risks in- 
volved, namely, 2.732 cents per kilo- 
watt hour, still the report, as finally 
submitted to the state highway de- 
partment, specifically complains of the 
high price of purchase energy! This 
complaint is unjustifiable when the 
proposition, as a whole, is viewed in 
the light of all the facts in the case. 


HERE are certain well-recognized 
difficulties always present in any 
plan of rural electrification, which are 
common knowledge to the operating 
companies, but which the average lay- 
man is, for the most part, ignorant of. 
There is, for example, the question 
of widely scattered population, which 
must necessarily result, under any 


type of utility—private or public—in 


high annual charges. This is to be 
expected from the fact that the oper- 
ating costs, due primarily to the long 
distances to be covered, are necessari- 
ly high and the load per mile of dis- 
tribution line is relatively small. 
These are the determining factors in 
the final adoption of any given rate 
for rural electric service. 

There are certain social and eco- 


nomic reasons which make a state- 
wide rural electrification program de- 
sirable for South Carolina, but there 
is considerable doubt in the mind of 
the author that the report, as submit- 
ted by the rural electrification com- 
mittee, contains much more than gen- 
eralities. 

General phases of the whole pro- 
gram have been pretty well discussed, 
but when it comes to proving that 
the program is justifiable from a fi- 
nancial standpoint, one sees that the 
self-liquidating process has _ been 
based, purely and solely, upon verbal 
statements, rather than upon signed 
contracts, of so-called potential, rural 
customers! 

That fact alone should be sufficient 
for the PWA to regard the whole 
proposition as being highly specula- 
tive. 


| Pypeeees at it from every angle, it 
would seem absolutely ridiculous 
for the state to make application for 
government funds in excess of the 
amount actually determined as being 
necessary for the completion of the 
97 typical projects. The government 
authorities will probably be quite 
loath, one would naturally think, to 
make a loan of this magnitude, on 
the basis of the facts as set forth 
in the report. 





Attention of the Secretary of Agriculture 


RITING of. some of the useful articles in The World’s 
Work, Walter Hines Page, former editor, said: 


“For example: 


We described the farm demonstration work in the 


southern states whereby two bales of cotton were made to grow where 
one bale grew before; and a gentleman in North Dakota read about 
it and set to work to have similar instruction given to the farmers 
in his state at a cost of more than $80,000 a year.’ 


But that was back in 1912—Ye Old Deal. 
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The Pee arcam Tribunal 


Novel experiment in Arkansas mostly to aid 

municipalities which have power to fix local 

utility rates, but many of which are unable to 
finance rate investigations. 


By C. P. NEWTON 
MEMBER OF THE ARKANSAS CORPORATION COMMISSION 


Arkansas Fact-finding Tribunal 
is the only one of its kind in the 
country, because its duties are con- 
fined solely to investigation of “facts 
entering into or forming the basis of 


[’ seems probable that our new 


rates to be charged for any service 
supplied by any public utility,” be- 
cause it is only nominally connected 
with the state’s utility regulatory 
body, the corporation commission, 
and because it reports to and deals 
mostly with the municipalities. 

It is designed to be a bureau of the 
Arkansas Corporation Commission, 
and this commission’s rate-fixing 
powers are unfortunately limited to 
utilities rendering service outside of 
corporate cities and towns. 

At this hour we believe our fact- 
finding tribunal will prove its worth 
to the people of the state for it has 
made remarkable progress in the few 
months it has been operating. How- 
ever, there are those who have ex- 
pressed the fear that it will prove dis- 


appointing. 


—— Andrew McDonald 
of the Wisconsin Public Service 
Commission and vice president of the 
Association of Public Service and 
Utility Commissioners, expressed to 
me and Chairman P. A. Lasley of the 
tribunal, when we visited Madison, 
Wisconsin, last spring, his doubt that 
the experiment would work well. All 
of us here have open minds about it, 
and will not hesitate to go before the 
next legislature, nearly a year hence, 
with request for amendment, if it fails 
to produce results. 

The legislature of 1933 created a 
fact-finding tribunal, as a bureau of 
the corporation commission, to be 
composed of three members to be ap- 
pointed by the corporation commis- 
sion, subject to the approval of the 
governor, and to serve at his will. 
One member of the tribunal must be 
a lawyer, one an engineer, and one an 
expert accountant, each drawing a 
salary of $5,000 a year. The tribunal 
was created for a period of four 
years. 
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HE emergency clause was at- 

tached to the act, and it became 
effective March 3, 1933. An inter- 
esting definition of the emergency, 
which might well be here quoted, 
reads: 


It is found that no method or tribunal 
exists in this state for the proper investiga- 
tion and finding of facts entering into or 
constituting the proper basis for rates 
charged by the public service utilities in- 
cluded in this act; that the cities and 
towns in this state are financially unable 
to ascertain, develop, and establish such 
facts; and that many of the rates are not 
what they should be, thereby entailing a 
grave injustice on the public or the utilities. 


The tribunal has power to investi- 
gate and make findings of: 


All facts entering into or forming the 
basis of rates to be charged for any serv- 
ice supplied by any public utility, whether 
a person, firm, association, corporation, 
trustee, receiver, or lessee, and whether 
operating under a franchise, indeterminate 
permit, or otherwise, furnishing gas, 
water, light, heat, or power; producing, 
generating, transmitting, or distributing 
gas, water, light, heat, or power; or fur- 
nishing telephone, telegraph, or street rail- 
way service. Such investigation and find- 
ing is to be made at the instance of any 
city or town council, utility company, or of 
the corporation commission. 


HERE is the grant of the usual 

powers to compel the production 
of records, books, files, documents, 
contracts, agreements, or accounts 
necessary for the investigation, and 
the power to penalize witnesses or 
company officials for failure or re- 
fusal to testify or furnish access to 
records. The tribunal is required to: 


Notify the utility company, the council 
of city or town involved, and the cor- 
poration commission, if thé latter is in- 
terested in the proposed investigation, and 
they shall have the right to attend and 
to be heard, and to present such testi- 
mony, evidence, and facts as they may 
desire to submit, which shall be preserved 
as a part of the record, together with all 
the testimony, evidence, and facts pro- 
cured and considered by the tribunal. The 
complete record so made up, with the 


findings and the report of the tribunal 
thereon shall constitute the sole record on 
which the council of the city or town, or 
the corporation commission, shall fix and 
prescribe the rates to be charged by the 
utility company and the sole record on 
which any proceeding in court to challenge 
the reasonableness of or validity of such 
rates be determined, unless the parties by 
agreement stipulate what shall constitute the 
record. 

The provisions in italics are deemed 
unusual, and are already controver- 
sial. It is further provided in the 
new law: 

All findings of fact made by the tribunal, 
after notice to the utility company to be 
investigated and to the council of the city 
or town, or to the corporation commission, 
if interested in the investigation, and a 
full opportunity to be heard shall be con- 
clusive on all parties, in the absence of 
fraud, or of error so gross as ta be tanta- 
mount to fraud. 

NTERESTED functionaries and com- 

pany officials receive copies of 
findings of fact, and they are required 
to be received as evidence in all the 
courts of the state. 

A section of the act directs that 
each utility shall file with the tribunal 
early in each year a sworn statement 
of the amount of its outstanding 
bonds, with interest rates and maturi- 
ties; a list of outstanding stock of all 
classes, rates of dividends to be paid 
thereon, whether paid from earnings 
or from other sources, and all other 
outstanding obligations, as well as a 
correct list of officers and directors, 
their salaries, amount of stock held 
by each, and all intercompany con- 
tracts affecting services to be rendered 
the public, all the interchange of 
power, or other commodities, with 
other persons or corporations. 

A section of the measure directs 
that the lawyer member of the tri- 
bunal shall furnish assistance to mu- 


nicipalities, or to the corporation 
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Effect of Recommendation by Fact-finding Tribunal 


ce HERE is no way to keep such tribunal findings ( fact- 

finding tribunal) from being attacked in the courts, but 

in view of the new mood that pervades the utility world, it is 

hoped and expected that many compromises, or outright ac- 

quiescence, will result from recommendations of this fact- 
finding bureau.” 





commission, in any litigation involv- 
ing the reasonableness or validity of 
any rate based on a finding of facts 
by the tribunal, and the succeeding 
section sets out that: 


When any finding of facts with reference 
to any utility has been made, the utility 
must thereafter file with the tribunal an 
itemized statement showing the actual cost, 
including the engineering and overhead ex- 
pense, of any replacement, extension, or 
new construction made to its property. 


The tribunal must report its activi- 
ties yearly to the governor, also its 
receipts and disbursements. 


A REPORT was made to Governor f. 
Marion Futrell on January 30th, 
last, and in addition to a financial 
statement pertaining to the appropria- 
tion, a narrative résumé of activities 


was set out. It should be stated in 
this connection that funds for the 
support of this bureau come from the 
various public utilities of the state, 
who are required to remit to the state 
treasurer the sum of $2 for each 
$1,000 of gross earnings, as a fee for 


the fact-finding facilities afforded by 
the act. 

In the report in question it was 
pointed out that it was necessary to 
begin at the ground and assemble 
such information as would be useful 
in rate regulation; that the tribunal 
was unable to secure a trained per- 
sonnel and that it was necessary not 
only to select such personnel, but to 
train it for the work in hand; and that 
this necessarily retarded the work to 
be done. 

The report further recited that, 
shortly after its organization the tri- 
bunal began an audit and inventory 
of appraisal of the affairs and prop- 
erties of the Arkansas Utilities Com- 
pany, which owns property and sup- 
plies electric service at Helena, West 
Helena, Marianna, Lexa, Barton, La- 
Grande, Paragould, and Marmaduke, 
and to rural communities adjacent to 
said cities and towns, and also sup- 
plies water and artificial gas service 
at Helena. 
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HE auditorial and engineering 

staffs have recently completed 
reports on the Boone County Tele- 
phone Company, which owns and 
operates a telephone exchange at 
Harrison. The tribunal has held a 
hearing upon this telephone property ; 
also hearings upon the findings per- 
taining to the above-mentioned utility 
company. A hearing has also been 
held upon a controversy coming up 
from Stuttgart, wherein citizens there 
are protesting against alleged exces- 
sive rates charged by the Arkansas 
Power and Light Company, of which 
Harvey C. Couch, member of the 
National Reconstruction Finance 
Corporation, is the head. 


HE Arkansas Power and Light 
Company is the largest utility in 
the state. The book value of its prop- 
erties located in some 250 communi- 
ties is in excess of $60,000,000. This 


company furnishes not only electric 
service, but water, gas, and street 
railway services in some cities and 


towns. As stated in its report to 
Governor Futrell the tribunal realized 
that with the funds available it could 
not complete a thorough investigation 
of a property the size of that of the 
Arkansas Power and Light Company 
within two and a half or three years, 
if it had to make the inventory. 

But the tribunal, after negotiations, 
secured an agreement from the Ar- 
kansas Power and Light Company to 
furnish an inventory of its properties, 
the inventory to be in such form that 
it could readily be checked by the 
engineering staff of the tribunal. The 
company is now furnishing such an 
inventory. By this means the tribunal 
will be able to complete an inventory 


of the properties in approximately one 
fourth the time that it could itself 
have made the inventory. 


O F course, the tribunal is aware 
that such a company inventory 
is to be only partially relied upon but 
it is obvious that it will be helpful in 
its initial activities. Members of this 
bureau are, Chairman Lasley, already 
mentioned, Dean W. N. Gladson, of 
the college of engineering, University 
of Arkansas, and Frank L. Eaton, 
accountant. These three men are 
keenly conscious of what is expected 
of them, though neither is a politician 
in any sense. 

Certainly, the writer is aware of 
“what’s wrong with this picture.” It 
is an inability to report actual results 
in rate reductions for utility services 
in Arkansas. But we have made a 
good start toward relieving ratepay- 
ers of this state from the very high 
electric, natural gas, and telephone 
rates. 

The menace of Federal district 
court injunctions is still with us, but 
we expect relief through the proposed 
amendment to the Federal judiciary 
act which provides: 

No (Federal) district court shall have 
jurisdiction of any suit to enjoin, suspend, 
or restrain the enforcement, operation, or 
execution of any order of an administrative 
board or commission of a state, or to en- 
join, suspend, or restrain any action in com- 
pliance with any such order, where juris- 
diction is based solely upon the ground of 
diversity of citizenship, or the repugnance 
of such order to the Constitution of the 
United States, where such order (1) affects 
rates chargeable by a public utility, (2) 
does not interfere with interstate commerce, 
and (3) has been made after reasonable 
notice and hearing, and where a plain, 
speedy, and efficient remedy may be had 
at law or in equity in the courts of such 
state. 


There is no way to keep such tri- 
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bunal findings from being attacked in 
the courts, but in view of the new 
mood that pervades the utility world, 
it is hoped and expected that many 
compromises, or outright acquies- 
cence, will result from recommenda- 
tions of this fact-finding bureau. 

In the opening paragraph of this 
article I declared that this tribunal 
“reports to and deals mostly with the 
municipalities.” I should emphasize 
this feature a bit more, for, as a 
matter of fact, the cities and towns 
of the state brought the pressure that 
resulted in this state law, not any of 
them being financially able to pay for 
the exhaustive finding of facts inci- 
dent to obtaining relief from the high 
utility rates charged and collected in 
this territory. 

But it should be understood that 
the tribunal does not fix rates; it 
merely finds the facts. Upon such 


findings, the municipalities may nego- 


tiate and contract with public service 
companies. 

I also again call attention to the 
fact that the Arkansas Corporation 
Commission, of which the tribunal is 
a bureau, has no statutory power to 
find or fix a utility rate for a service 
rendered within the corporate limits 
of a city or town. It does have the 


power to find and fix such rates for 
rural service, or any such service not 
located within a municipality. The 
corporation commission has no power, 
even by implication, to review tri- 
bunal findings of fact relative to serv- 
ices rendered within a city or town. 


HE language of this statute, 
wherein it is declared that: 

The findings and the report of the tri- 
bunal thereon which constitute the sole 
record on which the council of the city 
or town, or the corporation commission, 
shall fix and prescribe the rates to be 
charged by the utility company and the 
sole record on which any proceeding in 
court to challenge the reasonableness of 
or validity of such rates be determined. 

and the statute’s further assertion 
that such findings shall be conclusive 
on all parties, in the absence of fraud, 
etc., represent a very singular and un- 
usual effort of a legislature to give 
what may be termed the fiat of finality 
to such findings, and our best lawyers 
believe it will stand up in the courts. 

Finally, this tribunal undertakes to 

find the facts entering into or form- 
ing a basis of rates charged by utili- 
ties, the elements entering into this 
basis being: fair value, operating in- 
come and expenses, depreciation, and 
the reasonableness of the rate of re- 
turn on an investment. 








Mr. F. Foots 


the Gas Bill 


egeenx Mrs. Anna Faulhammer is not as well acquainted with 
the authority of the public service commission as she is with the 
powers of the local police station where she implored the sergeant 


“to do something about my gas bill.” 


“My husband,” she explained, “uses all the gas and now he won't 


pay for it!” 


The sergeant, complying with her request, went to the Faulhammer 
home and found Anna’s husband busy at the kitchen stove making 
alcohol—yes, “making alcohol for my feet,” as he explained to the 


sergeant. 


The police officer promptly escorted Mr. Faulhammer to a place 
where he could give his feet a complete rest, and also give some thought 
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to paying his gas bill. 
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Two Important Questions Re- 
lating to Going Value 


Peewee Riggs’ article on going concern 
value published in the December 21, 1933, 
Pusiic UTILities FortNIGHTLY is very ‘timely 
and interesting, but after reading it very 
carefully, two all-important questions arise. 
Let me explain. 

Some component elements of going concern 
value mentioned on page 766 are briefly: 


1. A large investment in advance of the 
development of business results in large 
fixed charges which contribute to deficient 
earnings until business is developed. 

2. Physical construction and/or adjust- 
ment of plant to operating conditions after 
operations begin may mistakenly be charged 
to operating expenses resulting in further 
decreases of the amount available for re- 


turn during early years of operation. = 
3. The cost of attaching business, solicit- 
ing customers, making contracts, initial ad- 


vertising, etc., is incurred immediately upon 
putting the plant into service. 

4. The cost of developing a trained per- 
sonnel is incurred prior to putting the plant 
into service and during the early years of 
operation. 


Items 1 and 2 may clearly and appropriately 
be entitled “Early Losses,” or if a deficiency 
of earnings is not considered to be a loss, 
then “Early Deficiency of Earnings.” 

Item 3 may be entitled the “Cost of De- 
veloping Business,” and Item 4 may be en- 
titled “Personnel Training,” which might well 
be recognized as an element of “Organiza- 
tion” (but is not). 

Even though a particular property where 
all records are available indicates that these 
elements total some 15 per cent of the physi- 
cal property, it would appear that the burden 
of proof in a rate proceeding lies with the 
utility to show that they exist, and to produce 
evidence as to their value. Merely setting 
up a percentage of physical plant for “going 
concern” and expecting a regulatory body or 
court to allow it because it was proper in 
some other case is certainly an illogical and 
unconvincing procedure. It is not difficult to 
conceive of a property where the historical 
development has been such that the plant has 


always shown an adequate return and the 
cost of developing business, cost of personnel 
training, etc., has been practically nil. If it 
was charged ‘to operating expense, it has been 
paid for anyway and should not later be 
capitalized. 


HE first question then is: After we prop- 
erly catalogue the above elements, does 
there not yet remain the element of value that 
can be entitled nothing other than “Going 
Concern,” provided that some or all of the 
six conditions exist that are enumerated on 
page 768, such as a steady growth of business 
and earnings ; evidence of the permanence and 
continuance of earnings; freedom from de- 
structive competition, good management, and 
efficient operation, etc.? It is possible, is it 
not, that a property may actually have ex- 
perienced enormous “Early Deficiency of 
Earnings,” may have expended large amounts 
in the “Early Development of Business,” as 
well as “Personnel Training” and yet have 
no “Going Value” per se, for Professor 
Riggs’ opinion is that it is reasonable for 
some or all of the further conditions to pre- 
vail in order that substantial going value exist. 
The second question is predicated upon an 
affirmative answer to the first: If such a 
“Going Concern” exists, how is it to be 
evaluated? The argument of Professor 
Riggs’ article appears to be that if we evaluate 
“Early Deficiency of Earnings,” “Cost of De- 
veloping Business,” “Personnel Training,” 
etc., and if the further conditions exist, that 
evaluation is a measure of the “Going Con- 
cern Value.” 

To set the argument up briefly and more 
clearly, let us designate items 1 to 4 above 
as A, and all the six conditions, steady 
growth, etc, B. Then: Any utility having 
both A and B has a “going concern value.” 


I. Utility X has A but not B. Obviously 
utility X has no “going concern value” un- 
less we want to consider a negative one. 

II. Utility Y has B but no evidence of A. 
What is the conclusion? Simply because 
the “Early Deficiency of Earnings” did not 
occur, and the other elements have been 
paid for, are we to conclude that Y has no 

“going concern value?” I think not. Then 
why should we attempt to confuse those 
historical elements with going value? 
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It is also obvious that the true element of 
going value can be allowed automatically by 
permitting a higher rate of return where the 
evidence of going value exists, as compared 
to a case where there is no evidence of going 
value. In the purchase of an unregulated 
business the rate of return is certainly a 
major consideration in the determination of 
the price. If in utilities we first determine 
the price, then the rate of return can be 
the variable element. 


SHALL be interested in Professor Riggs’ 
opinion as to whether there may be an 
element of value in a plant that can be 
labeled nothing other than “Going Concern,” 
and of course, what his suggestions are for 
evaluating it. His discussion on the evaluation 
of historical elements is extremely interest- 
ing. My thought is, however, that the ele- 
ments he points out which may possibly be 
evaluated by a percentage calculation are true 
costs to be considered in the evaluation of 
the plant, and, while necessary expenditures 
to have the enterprise a “going one,” can also 
be catalogued in some other manner. They 
are not necessarily matters of judgment; the 
records may actually exist from which they 
can be evaluated. There may be another 
element of value, however, which is predi- 
cated, as I see it, on past history of planning, 
on operation and management, on the future 
prospects for the concern, etc., which is very 
largely a matter of judgment. Is it not the 
confused thinking on these two elements that 
has caused much of the difference of opinion 
on the subject? 
—ErnNEsT WHITE, 
Commercial Engineer, 
Long Beach, California. 


Dr. Riggs’ Answer 


HE subject of intangible value of utility 

property, whatever name may be given 
to it, is most complex and confusing. The 
first grouping, termed A in Mr. White’s com- 
munication, includes the items which the 
American Society of Civil Engineers Com- 
mittee termed Cost of Development, and is 
not properly described as intangible. 

There are, in all utility industries, proper- 
ties which cannot be given any element of 
value in excess of physical plant value, and 
often that is less than actual cost or cost 
of reproduction. The group of tests which 
were suggested, which Mr. White has termed 
group B, were set up as a line of proof which 
ought to be made whenever the claim for 
going concern value is made. 

There undoubtedly can be found properties 
whose value is substantially in excess of any 
assignable physical plant values on account 
of excellence of design, strategic location, or 
other causes which produce very large earn- 
ings at reasonable or low rates. 

Proof is difficult. No rule or formula 
seems to be capable of general application. 
Each case must be decided on its own set 
of facts, and the proof of those facts must 
form the basis for a judgment figure. 

It appears to me that the cost of develop- 
ment is rather a physical than an intangible 
element of value, but where it cannot be 
exactly shown, and that is in the majority of 
cases, there is justification for showing it as 
one possible test to be applied in the comput- 
ing of “Going Concern Value.” 

—Henry E. Rices, 
Ann Arbor, Mich. 





veal be solution of the transportation problem is not difficult. Sub- 
sidized transportation must be brought to an end and for all time. 
Much of the transportation waste which now exists will then be elim- 
inated. Each of the agencies of transportation will then find its 
economic place and provide that service for which it is best adapted. 
Then and only then will it be possible to codrdinate the different trans- 
portation agencies with each other to provide the complete codrdinated 
transportation service the public desires—a service which will be more 
efficient and less expensive than any service the people of this country 


have ever enjoyed.” 


—J. J. Perey, 


President, The New York, New Haven 


& Hartford Railroad Company. 
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What Others Think 








6< flys that the traffic will bear!” 
was the old-fashioned way of 
expressing the guiding principle of 
laissez fatre economics. The phrase re- 
ferred, of course, to price fixing where 
the forces of competitive supply and 
demand were given free play. The 
theory was that the man who had some- 
thing to sell might charge as much for 
it as tht people (i.e., “the traffic”) who 
needed that article would be willing to 
pay—rather than do without it. 

The doctrine of laissez faire seems to 
be in disgrace these days and govern- 
mental regulation, plus taxation, tariffs, 
and other restrictive factors have so 
curtailed the free play of the natural 
economic forces of competitive supply 
and demand that if Adam Smith were 
to return to life today he would prob- 
ably be little familiar with the modern 
school of economics. 

But by a curious perversion of the 
original meaning, we still have “all that 
the traffic will bear” as a slogan of 
political economy. Only, instead of re- 
ferring to the limit to which capitalists 
might burden the market, the phrase 
now seems to refer to the limit to which 
the government may burden the capital- 
ists—all that the investment traffic will 
bear. The implication is that too heavy 
burdens of government might drive 
capital from the field of investment and 
leave the government with nothing to 
tax and nothing to regulate and, as may 
ultimately be the case with certain util- 
ity ventures, leaving the government 
alone in the field to carry on the busi- 
ness itself. 


HIS may strike some as an exag- 
gerated analysis but such is the 
frame of mind of many bankers whose 
duty it is to invest capital wisely and 


What Is the New Deal Doing to the Investors? 
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profitably. In the days of Grover 
Cleveland, who believed that a govern- 
ment should levy financial imposts only 
to the extent of governmental needs 
(“tariff for revenue only”), the amount 
of profit that any particular investor 
could command was considered no- 
body’s business and his own good for- 
tune. Even after the advent of income 
tax with graduated imposts cutting 
down the profits in the higher brackets, 
it was generally considered that a rich 
man who paid his taxes was thereafter 
entitled to the balance to do with as 
he pleased. But a new order has arisen. 

The need of governmental revenue 
is so great that all large profits are 
scrutinized by the government. Exces- 
sive profits in any line are now regarded 
as prima facie evidence that additional 
regulation (turning the excess back to 
the consumers) or taxation (turning the 
excess over to the government) is war- 
ranted. Congress daily scans the finan- 
cial pastures to see if it can find any- 
where a patch where the growth is 
thicker or greener than the surrounding 
landscape. The new idea is to regulate 
or tax capital just enough to keep it 
in the field where it will continue to 
support government, but not so great 
as to drive it from the field leaving 
government without support. It recalls 
the ingenious practice of a certain 
species of spider which keeps a fresh 
store of food supply for its young by 
stinging grasshoppers and other prey 
just enough to paralyze them, but not 
too much to kill them. 


A’ a recent meeting of the National 
Association of Savings Banks, 
there was expressed some question by 
the attending members as to whether 
or not bankers who are charged with 
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the responsibility of investing other 
people’s money should not demand a 
statement of policy from the present 
Federal administration as to just how 
far it intends to go in cutting down the 
profits and increasing the taxes of utili- 
ties—in whose securities, previously re- 
garded as “conservative,” such banks 
have invested heavily. Does the gov- 
ernment intend to cross the line of 
what the investment traffic will bear 
and require that conservative investors 
withdraw from the field of utility se- 
curities? Or is it prepared to let such 
private industries survive and prosper? 
Mr. E. K. Woodworth, president of the 
New Hampshire Savings Bank of Con- 
cord, N. H., told the bankers that it 
was the duty of their association to 
estimate the effect of the Tennessee 
Valley Authority upon the future of 
privately owned utilities. He was of 
the opinion that the unfortunate effect 
of government competition in the field 
of private enterprises was doubly aug- 
mented where the government builds 
unnecessary or duplicate plants and 
facilities. 

Mr. Woodworth said that savings 


banks had been justified in their in- 
vestment in utility securities for many 
reasons, the principal one of which was 
the confidence which the banks had “in 


our Federal and state Constitutions 
which provide that private property 
shall not be taken for public use with- 
out just compensation.” He continued: 


In recent months a highly disturbing fac- 
tor has been the announcement by Federal 
agencies of domestic rates greatly below 
the charges which even the most enlight- 
ened of private managements have be- 
lieved necessary to meet operating expenses, 
taxes, and provide adequate reserve for de- 
preciation and obsolescence, and a fair re- 
turn on the investment. 

The idea has been planted in the public 
mind that these low rates are intended to 
provide a yardstick for determining the 
fairness of domestic rates everywhere. 

Another feature of the changed picture 
is the duplication of existing facilities. 
When the Federal government indicates 
its purpose to spend or lend public funds 
to duplicate or reduce the field of opera- 
tions of properties in which millions of dol- 
lars have been honestly invested and from 


which millions of people have derived the 
benefits of light, heat, and power, even the 
holders of only triple A bonds well may 
join their less fortunate brethren in con- 
sidering what should be done about it. 

The spectacle of the great state of New 
York authorizing municipal ownership 
without first requiring the purchase of 
existing facilities at a fair valuation is far 
from reassuring even to the most conserv- 
ative of investors. When the city of 
Knoxville goes municipal under the spell 
of the Tennessee Valley Authority, we need 
not be amazed; but when the Public Works 
Authority offers to lend even an inade- 
quate sum to a city with an indebtedness 
which already has outrun its credit, to 
build a distribution system where one quite 
adequate already exists, at least we must 
sit up and take notice. 


T the same meeting David E. 

Lilienthal, director and general 
counsel of the Tennessee Valley Au- 
thority, assured the bankers that in- 
vestors in public utilities need have no 
fear of the TVA. He pointed out that 
the Authority had adopted a policy of 
avoiding duplication of facilities and 
territorial competition, and to buy ex- 
isting facilities whenever possible and 
necessary, provided they are available 
at a fair price. He further observed 
that the Authority had intended and 
had already commenced to increase the 
use of power for the benefit of all and 
to help stabilize earnings for the whole 
industry. 

Mr. Lilienthal took the occasion, 
however, to rebuke what he called a 
“managerial minority” in the utility 
business which had controlled “billions 
of conservative capital” and which had 
failed with the exception of certain 
“bright spots” to justify the trust and 
confidence imposed in it by the inves- 
tors. He declared that the public would 
not and should not continue to invest 
in the industry unless higher standards 
of conduct were adopted. He said that 
the Federal government was working to 
this end in its effort to “curb holding 
company abuses, assure honesty of ac- 
counting, simplify corporate structures, 
and achieve security in fact for inves- 
tors.” 

It may come as a surprise to some 
utility investors to find that the Federal 
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government is really working for their son played no favorites, turning his 
own best interest, market quotations attack upon those whom he regarded 
and dividend records notwithstanding. as unfair critics of the industry. He 
Mr. Lilienthal concluded : stated : 


Public policy and business policy point 
to the utility industry as the principal re- 
pository of the conservatively invested 
funds of the country. The industry has all 
the characteristics which should commend 
it to the conservative investor. It is public 
in its nature, even enjoying the power 
which only the sovereign state enjoys—the 
power of condemnation. It has stability. 
In spite of the financial mayhem commit- 
ted upon it, its earnings record through 
the depression is remarkable. It furnishes 
an essential commodity. It enjoys almost 
complete protection against territorial com- 
petition. 

It is a matter of national importance that 
an industry so intimately related to the pub- 
lic welfare should be so operated as to 
make it a safe repository for the funds 
of great institutions, such as your mutual 
savings banks. 

We have been given a national power 
policy to execute in the Tennessee valley. 
Under it prudent investment in useful 
property will not only be respected but 
protected. We believe that this limited 
operation of a public power system will 
set up a precedent of trusteeship which 
will have a sound effect upon the financial 
policies of private utilities and will work 
to the advantage of the institutional in- 
vestor in this great industry. 


AMUEL Ferguson, president of the 
Hartford Electric Light Company, 
an independent utility of excellent re- 
pute, was present to give the savings 
bankers his version of what is happen- 


How absurd are many of the statements 
as to the robbing of the people either made 
ignorantly or with intent by politicians can 
be seen by a statement of Senator Norris 
on the floor of the Senate when he an- 
nounced that the utilities, in addition to 
making a fair profit, actually made an ex- 
cess profit of between $750,000,000 and $1,- 
000,000,000 a year at the expense of the 
American consumers. 

It is really amazing that when the Federal 
government offers municipalities all the 
money needed for a plant and system with 
the added inducement of 30 per cent as a 
gift, that so few have fallen for the political 
bait. How great is the political pressure 
can be readily seen from the truly remark- 
able letter sent out by the Deputy Adminis- 
trator of the Public Works Authority urg- 
ing that projects be put through without 
hearings, if possible; or if not possible, 
without regard to any factual information 
furnished by the only parties in a position 
to know the economics of the situation. 

The only very black cloud on the horizon 
as I see it is the hindrance to progress 
in the big additions to the utility tax bur- 
den, which are increased almost monthly 
by Federal, state, and municipal authorities. 
And even this cloud has a silver lining 
in the thought, which even our representa- 
tives in national and _ state legislatures 
eventually must see: From whence will 
come the funds that they now spend with 
such lavish hand if they “kill the goose 
that lays the golden egg?” 


HERE is considerable evidence that 
Mr. Lilienthal is making an honest 


ing to the utility investor under the offort to carry out the policies, the an- 
New Deal. Mr. Ferguson seems to be pnoyncement of which were, to some ex- 
somewhat in accord with Mr. Lilienthal tent, reassuring to the investors. The 
on the score of mismanagement by agreement between the TVA and the 
holding companies, at least to the ex- (Commonwealth & Southern Corpora- 
tent of deploring the fact that so many tion for the purchase of some of the 
unfortunate investors had purchased jatter’s facilities and for other co- 
holding company bonds under the im-  6perative practices is probably the best 
pression that they were investing in exhibit. But the New York Times 
operating utility securities. This lack qraws a distinction between Mr. Lilien- 
of understanding on the part of the thal speaking for the TVA and the 
public of the difference between a hold- Federal administration as a whole. Said 
ing company and a utility company was the Times editorially : 


held by Mr. Ferguson to be the root 
of much popular and undeserved reac- 
tion against the operating industry. 
Having thus censured managerial 
abuse in utility operations, Mr. Fergu- 
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. Unfortunately, Mr. Lilienthal was 
unable to speak so reassuringly for the 
other spending arms of the Federal govern- 
ment. But the savings bankers refrained 
from emulating his silence on that subject. 
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Their special committee on utility invest- 
ments reported that the situation brought 
about by the eagerness of government offi- 
cials to advance large sums for the con- 
struction of competing public plants in 
various communities was “by far the 
gravest problem” confronting the investor. 


A’ an indication of this unrest 
among the savings bankers was 
the following resolution unanimously 
adopted by the association : 


Whereas, there appears an increasing 
tendency on the part of political units 
toward repudiation of their contractual 
obligations and in consequence. there is 
growing apprehension as to the safety of 
many bonds outstanding and held by both 
private and institutional investors; and 

Whereas encouragement is being given 
by the Federal government toward supplant- 
ing already existing public utility facilities 
by municipally owned plants, which tends 
to destroy private capital invested in good 
faith and predicated on franchises previous- 
ly granted and now in effect; and 

Whereas the members of this association 
are vitally interested as representatives of 


—— 13,000,000 depositors, now therefore; 
e it 

Resolved, that this association registers 
its protest against the lack of good faith 
evidenced in the practices enumerated above, 
which tend to the destruction of long-time 
credit so vitally needed at the present time 
in this country. 


The prospect of enactment by Con- 
gress of a law to extend some measure 
of bankruptcy relief to municipalities 
seems to lend weight to the fears ex- 
pressed in the above resolution that 
political subdivisions might: not be as 
solicitous of their contractual obliga- 
tions as the investing public has come 


to expect of government units. 
—F. X. W. 


PROCEEDINGS OF THE NATIONAL ASSOCIATION 
oF Mutuat Savincs Banks. Waldorf- 
Astoria Hotel, New York, N. Y. May 16, 
934. 


A ReassurinG Nore. Editorial. New York 
Times. May 22, 1934. 





Tackling the Tax Troubles of Utilities 


¢¢¥’m not at all superstitious,” Mark 
Twain used to say, “but I do 
object to sleeping thirteen in a bed.” 
Utilities as a rule do not object to 
paying taxes, but the increasing trend 
of assessments in their particular direc- 
tion seems to have made many compa- 
nies exceedingly uncomfortable. Mr. 
A. F. Dawson, former member of 
Congress from Iowa and now connect- 
ed with the Columbia Engineering Cor- 
poration of Cincinnati, Ohio, has writ- 
ten an interesting littke pamphlet in 
which he undertakes to enumerate 
twenty-one varieties of direct taxes 
paid by Cincinnati utilities, not count- 
ing the indirect or invisible taxes which 
are hidden in the price every one of 
us pays whenever we purchase any arti- 
cle whether it be shoes or ships or seal- 
ing wax. Here is Mr. Dawson’s list: 


LocaL AND STATE TAXES 
Property Tax—This is the principal form 
of tax for the support of schools, cities, 
towns, and counties. It is based on the 


valuation of land, buildings, and personal 
property. The company’s property tax in 
1933 was $1,124,000. 

Regular Excise Tax—A tax of $1.35 is 
levied on every $100 of receipts of the 
company. The dictionary defines an excise 
tax as one laid upon the sale or use of 
a commodity or service and upon cor- 
porate privileges. This tax is in reality 
a selective sales tax. 

Special Excise Tax—In 1932 an addi- 
tional excise tax of 1 per cent was laid 
on gross sales to provide funds for un- 
employment and poor relief. The public 
utilities were singled out as the one in- 
dustry to bear this tax. This company 
paid $214,630 on this account in 1933. 

Commission Maintenance Tax—A special 
tax is imposed on public utilities to main- 
tain the state public utilities commission. 
This company’s share of this tax is more 
than $15,000 per year. It is now proposed 
to double this tax. 

Franchise Tax—The company pays to the 
city of Cincinnati a franchise tax of ap- 
proximately $50,000 per year, in accordance 
with the provisions of the franchise under 
which the company operates. 

Miscellaneous Taxes—Like everyone else, 
the company pays an annual auto license 
tax ($15,000 last year) and the state gaso- 
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line tax, which amounted to $16,000 more; 
also personal property, tangible and in- 
tangible tax. 


THe FeperaAL TAXES 

Income Tax—This is a tax of 132 per 
cent paid to the United States government 
based on net income. 

Electrical Energy Tax—This is a tax of 
3 per cent on the amount charged for elec- 
trical energy for domestic and commercial 
use. At first the tax was paid by the 
customer, but an act of Congress trans- 
ferred it to the company. This 3 per cent 
tax amounts to approximately $225,000 per 
year for this company. 

Capital Stock Tax—This is a tax based 
on the value of capital stock issued and 
outstanding. 

Coupon Tax—A tax of 2 per cent on 
bond coupons, which income taxpayers will 
recognize as the withholding tax paid at 
the source. 

Miscellaneous Taxes—Another tax on 
gasoline is paid to the Federal government 
together. with taxes on lubricating oil, 
tires and tubes, telegraph and telephone 
facilities, and other miscellaneous taxes too 
numerous to specify. 


\ \ 7 uaT does Mr. Dawson want done 
about it? Well, for one thing he 
wants less discrimination. He is par- 


ticularly concerned over the exemption 
of municipal plants from such tax bur- 
dens. He states: 


In Ohio there is more than 250 million 
dollars worth of municipally owned prop- 
erty, used solely for business purposes, and 
entirely exempt from taxes of any kind. 
These plants are engaged in supplying elec- 
tric light, gas, water, etc. Other property 
privately owned, used for precisely the same 
purpose, is subject to taxes. For taxation 
purposes, why should it make any differ- 
ence who owns the property? It would 
not be fair to tax Mr. Smith’s grocery 
store and exempt Mr. Brown’s grocery 
store from any taxation. 

The effect of this species of political 
favoritism is that, for the benefit of the 
people living in those cities and towns in 
Ohio served by municipally owned utilities, 
the rest of the people of the state have 6 
or 7 million dollars more -per year added 
to their tax bills. And this great majority, 
who must pay this shift in taxes, derive 
no benefit whatever from the operation of 
these enterprises. 


Aside from claims of excessive or 
discriminatory utility taxation, the issue 
is complicated by confusion that seems 
to be widespread among legislators, tax 


officials, and utilities themselves about 
what should be the proper basis for 
taxing utilities. Messrs. Harold M. 
Groves and George M. Keith have writ- 
ten a thorough and interesting analysis 
of the problems peculiar to utility taxa- 
tion in the May (1934) issue of The 
Journal of Land & Public Utility 
Economics. The authors restrict the 
scope of their study to the state of Wis- 
consin, but the article is well worth 
attention elsewhere, because many of 
the problems discussed are by no means 
peculiar to the Badger state. It would 
be well if the citizens of every state 
had a similar survey to present to their 
lawmakers and say “here read this be- 
fore you decide to do anything else 
about utility taxation.” 


NE of the most persistent points of 

misunderstanding, according to 
Messrs. Groves and Keith, is the double 
standard of valuation for rate making 
and taxation, respectively. Legislators 
invariably want to know why in the 
name of common sense the public 
service commissions should have one 
set of values for rate making and the 
tax commission should have a totally 
different set of values for taxation. As 
very often is the case with all of us, 
the legislator suspects what he does not 
understand and finally becomes con- 
vinced that the whole thing is just a 
scheme under which utilities either es- 
cape from their full share of taxation 
or get away with excessive rates, or 
both. The authors undertake to ex- 
plain the difference as follows: 


If it were merely a matter of two dis- 
tinct bodies determining two different 
values, the double standard could be easily 
eliminated. But the explanation lies deeper 
than that. The rate base is not really a 
value at all; it is simply a quantity used 
in determining a level of rates which will 
continue to draw capital into the utility 
business. On the other hand, the tax base 
is truly a value. By statute it must repre- 
sent, as nearly as can be determined, the 
selling value of the utility at the time 
chosen for the assessment. If all invest- 
ments in utility property were wisely made 
and if regulation were perfect, the tax base 
and the rate base should approximately 
correspond. But neither of these condi- 
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ANOTHER MUNITIONS PROBLEM 


tions usually exists in fact. In the case 
of a defunct railroad, the rate base will 
be much higher than the tax base. The 
company cannot earn a fair return upon 
either its investments or the cost of repro- 
ducing its plant. Nevertheless, these are 
the factors which must be taken into ac- 
count when a rate problem is presented to 
the public service commission. Qn the 
other hand, were the tax commission to 
impose an assessment upon this company 
equal to its rate base, it would be violating 


the statutory standard of assessment as 
well as the uniformity clause in the state 
Constitution. The company must be as- 
sessed at what it will sell for. And no 
one would buy this property without taking 
much account of its present and prospective 
earnings. 


The authors give an alternative ex- 
ample, the Madison Gas & Electric 
Company, “a strong utility,” with a rate 
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base estimated at about $9,000,000 and 
a tax base assessed at $11,500,000 be- 
cause of its favorable situation. They 
conclude: 


Thus it is clear that the rate base and 
the tax base are two quite different things 
and usually cannot be reconciled. Probably 
this explanation will never entirely satisfy 
the legislator who makes the inquiry. But 
it is difficult to see how anything further 
can be done to satisfy him. For the double 
standard is written both in the statutory 
law and the Constitution and is defensible 
in addition as a matter of equity. 


o Be- double standard of valuation is 
only one of a number of utility 
taxation problems intelligently discussed 
in this article. There is the problem 
which arises where utilities taxed on a 
state average rate are located in terri- 
tory where the local rate, applicable to 
other taxpayers, is higher and breeds 
discontent on the part of grumbling 
individual taxpayers who fail to under- 
stand why the utility should pay a lower 
rate than themselves. There is the 
problem of apportioning the proceeds 
of utility tax revenues between state, 
county, and municipal government. The 
problem of taxing telephone companies. 
The problem of taxing leased equipment 
under the operating unit rule. One sets 
the article down with the distinct im- 
pression that the biggest problem of all 
is the lack of legislative effort towards 
consistent and scientific guiding prin- 
ciples. 

The utilities are targets for special 
taxation during hard times. Typical of 
the political desire to impose on utili- 
ties new and fancy methods of taxation 
is the meter tax in Pittsburgh. The 
tax applies to every utility using a 
meter in its service whether it be a 
gas, electric, telephone, water, or taxi- 
cab utility. Modern Finance, a Pitts- 


PUBLIC UTILITIES FORTNIGHTLY 





burgh bimonthly, gives the following 
description : 


An innovation in utility taxation has 
recently. attracted local interest: the new 
city tax on public utilities, amounting to $2 
per meter. This unusual method of tax- 
ation (now in the courts) was calculated 
to yield much-needed revenues—approx- 
imately $680,000—by direct levy against 
utilities. Its importance to the companies 
affected is shown by the following partial 
list of individual assessments : 


Allegheny Steam Heating Co. ..$ 698 
Bell Telephone Co. of Penna. .. 101,000 
Duquesne Light Company ..... 398,848 
Equitable Gas Company ....... 86,362 
Manufacturers Light & Heat Co. 35,000 
South Pittsburgh Water Co. ... 38,302 


Thus we again encounter the ubiquitous 
problem of taxing public utilities; many 
methods are now in vogue, with future 
possibilities limited only by the imagina- 
tion of legislators and human ingenuity. 
A few of the individual taxes have been 
reviewed. 


In Montana, taxation took a novel 
turn when the legislature passed a law 
imposing a tax of $2 a month on every 
telephone instrument used in service 
costing the subscriber more than $2 a 
month—the tax to be paid by the utility 
rendering such service. Of course, 
such a tax is not really a tax at all, but 
legislative rate regulation in disguise. 
Both the Montana and the Pittsburgh 
taxes were before the courts for con- 
stitutional test as these lines were writ- 


ten. 
—F. X. W. 


SPEAKING ABouT TAxeEs. By A. F. Dawson. 
Pamphlet issued by The Cincinnati Gas & 
Electric Co. 1934. 


Some So_vepD AND UNSOLVED PROBLEMS OF 
Pusric Urmiry TAXATION IN WISCONSIN. 
By Harold M. Groves and George M. 
Keith. The Journal of Land & Public 
Utility Economics. May, 1934 


Kiting THE Goose THAT Lamp THE GOLDEN 
Ecc. Modern Finance. 


March 31, 1934. 








Economics 


I* HIs introduction to “Economics in 
a Nutshell,” Lewis H. Haney, pro- 
fessor of economics, New York Uni- 
versity, finds the condition of eco- 
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in Theory and in Fact 


He says: 


Never have economists been in less good 
‘repute, and unfortunately they have them- 
selves to thank for it. It is a little short 


nomics itself is pitiable. 
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of a pathetic spectacle, the signing not long 
ago by 150 “economists” of a petition to 
inflate the currency. Some economists 
seem ready to “advocate” anything, from 
greenbacks to national isolation. 


This “willingness to ‘advocate’ any- 
thing,” however, is shared by others as 
well as by economists. A student publi- 
cation at Akron (Ohio) University is 
reported to have obtained the signatures 
of 150 students and 3 professors to a pe- 
tition expressing their willingness to die 
by decapitation before the end of the 
month. Thus, Professor Haney’s state- 
ment that “there is an acute and special 
need these days for straight thinking, 
especially in the field of economics” 
might be unduly discriminatory against 
the economics profession. 

However, the author has a more 
cheerful outlook of the future for eco- 
nomic science, which, he says, “will 
arise from the ashes of its failures, and 
the reign of law will be established.” 

Contending that we can go one of 
two ways, Professor Haney says: 


We can adopt a rigid collectivism, which 
would have the government “do it” for 
regimented masses of citizens, paying the 
swollen taxes which would be one result; 
or we can work back to a reasonable in- 
dividualism which will recognize that, 
after all, the government exists for the 
welfare of the individual citizens, and is 
not likely—under any form of democracy— 
to be much better than the average citizen. 

But whatever way we take, we may be 
sure that we can never approach success 
unless we recognize that effective competi- 
tive tests must be applied in the selection 
of our leaders, and that the first test, in 
so far as economic policies are concerned, 
must give due recognition to the existence 
of economic laws. 


‘1 the volume the au- 
thor stresses the need to seek the 
common welfare of the nation through 


the interests of all individuals. The 
new as well as the old deal administra- 
tions have, in the author’s opinion, 
fallen short of this goal. The author 
sums up the situation in plain lan- 
guage : 


What this country needs, even more than 
a good 5-cent cigar, is some way of making 
us vote according to our common interest as 


consumers, and a strong lobby to represent 
that interest at Washington. 


While Professor Haney takes note 
of the important questions of social and 
economic policy involved by govern- 
ment participation in business, he con- 
cerns himself primarily with the prac- 
tical question of the budget and taxes, 
contending that a balanced budget 
would have been one way to have re- 
stored confidence. 

In discussing the many factors in- 
volved in economic science, the author 
inevitably comes to the conclusion that 
the various economic forces are as un- 
controllable as the winds and the tides. 
And he contends that as we don’t try to 
control or “stabilize” the winds and 
the tides, but rather adjust ourselves to 
them, so it should be with economic 
laws. 

As for the logic of government par- 
ticipation in business affairs, the author 
points out that in a democracy we can 
hardly expect government business to 
be better than the business ideals of 
the citizens whom the government 
represents. “Business is business—and 
politics is politics.” 


SS faeces Professor Haney’s work 
concerned itself with interpreta- 
tion of the science of economics, a sym- 
posium by seven Harvard economists 
deals specifically with “The Economics 
of the Recovery Program.” 

This 188-page volume is described by 
the authors as a little handbook of, or 
guide to, the main ideas underlying 
the policy of recovery and the main 
ideas about it. 

The subjects of the seven essays in 
the volume and their author are as fol- 
lows: Depressions by Joseph A. 
Schumpeter ; Purchasing Power by Ed- 
ward Chamberlin; Controlling Indus- 
try by Edward S. Mason; Helping the 
Worker by Douglass V. Brown; High- 
er Prices by Seymour E. Harris; 
Helping the Farmer by Wassily W. 
Leontief ; and Economics Versus Poli- 
tics by Overton H. Taylor. 

In discussing the major group of 
New Deal measures, the authors ask 
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and answer for each of them such ques- 
tions as: What is the immediate effect 
the measure is meant to produce? Are 
the means chosen in every case likely 
to produce that specific effect? And 
will that effect, if actually produced, or 
will the measure as such, help to bring 
about recovery? 

This analysis is nonpolitical in na- 
ture, that is, there is no intention to 
attack or defend the administration 
which is responsible for measures dis- 
cussed or any political party. In their 
introduction the authors make it clear 
that the absence of such intention is due 
entirely to the fact that the authors 
themselves represent most of the exist- 
ing shades of political preference. 


gets we are inclined to consider 
constructive only such criticism in 
which the critic offers some solution to 
the problem at hand. But in this book 
the authors purposely have made no 
such attempt. In fact they contend that 
the critic renders a better service when 
his criticism is not burdened with his 
own proposals. Say the authors: 
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We do not see any force in the question: 
What remedies have you yourselves to of- 
fer? Analysis and criticism have their 
place quite independently of the existence 
or nature of alternative proposals. They 
render an essential service by supplying 
one element vital to intelligent opinion. 
And they render it the more efficiently the 
less they are burdened with any proposals 
of the critic. Besides, if medicine taught 
only which prescriptions do not help, it 
would still contribute substantially to public 
health. 


However, such trial-by-error method 
of solving our economic problems may 
appear to some readers as a rather long 
and expensive procedure. Probably, it 
would have a very much stronger public 
appeal if one could be assured that he 
would be present to enjoy the era of 
prosperity that would eventually be 
reached. 

—E. S. B. 


Economics In A Nut SuHett. By Lewis H. 
Haney. New York: The Macmillan Com- 
pany. 209 pages. $2. 1933. 


THE EconoMIcs OF THE RECOVERY PROGRAM. 
By seven professors of Harvard Univer- 
sity. New York: Whittlesey House. 188 
pages. $1.50. 1934. 
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The March of Events 





NRA Completes Code for 
Electric Power Industry 


HE long-delayed code of fair competition 

for the electric light and power industry 
finally was made ready for President Roose- 
velt’s signature as announced by the NRA, 
May 27th. 

Before submitting the much-discussed code 
to the President, National Recovery Adminis- 
trator Hugh S. "Johnson mailed copies of the 
code to every known member of the industry 
with a request that all units desiring to join 
in submission of the code to the President 
or wishing to express assent to the code pro- 
visions promptly file statements to that effect 
with the Administrator. This unusual pro- 
cedure was required, according to the NRA, 
because substantial modifications were made 
since the public hearings last January. 

An important feature of the code is the 
provision defining the term “member of the 
industry” which excludes “Federal, state, mu- 
nicipal, or other publicly operated Plants, en- 
terprises, or authorities,” except “in so far 
as any of them may voluntarily obligate 
themselves specifically to put into effect any 
or all of the provisions of this code.” 

Creation of a Code Authority of twenty- 
three members selected from five districts, 
with the number of members from each dis- 
trict to be determined in approximate ratio 
to the kilowatt hours of electricity produced 
in that district and with specific provisions 
for representation of small units in each dis- 
trict, is authorized in the code. 

Another important feature of the code re- 
quires the sale of electrical appliances by 
members of the industry to be conducted 
under the fair practice provisions of the 
general Retail Trade Code with provision 
for early hearings after the approval of the 
code to determine controversies which have 
arisen over the question of jurisdiction. 

Affecting more than 236,000 workers in 
privately owned electric utilities, the code 
would establish a basic 40-hour maximum 
work week, permitting operating employees 
in cities of between 2,500 and 75,000 popula- 
tion to work a maximum of forty-eight hours 
a week and both office and operating em- 
ployees in towns of less than 2,500 to work 
forty-eight hours a week. Certain exemp- 
tions from the maximum hour provisions are 
provided. 

Basic minimum wages would be fixed for 
operating employees at $16 a week in the 
north and $15 a week in the south; for office 
and clerical employees, $15 weekly in the 


north and $14 in the south; office boys and 
girls and messengers (not to exceed 5 per 
cent of the office employees) $14 in the a | 
and $13 in the south; and for all other 
employees the hourly rate would be fixed 
at 40 cents in the north and 30 cents in the 
south. 


PWA Electric Power Board 
Announced by Ickes 


Pustic Works Administration Electric 

Power Board of Review has been estab- 
lished, Public Works Administrator Harold 
L. Ickes announced recently. This board will 
be comprised of Henry T. Hunt, General 
Counsel of PWA, Morris L. Cooke, Chair- 
man of the Mississippi Valley Committee, 
and Otto M. Rau, Counselor for the Ad- 
muinistrator. 

It will be the duty of this board to review 
disapprovals and special conditions imposed 
by any division of PWA and to make recom- 
mendations to the Deputy Administrator with 
regard to applications of public bodies to 
finance the construction, repair, improvement, 
or extension of electrical power plant facili- 
ties. 

Because of the wide variety of conditions 
under which such applications are made the 
controversial nature of certain of the projects 
and the important economic factors involved 
in the general questions of power develop- 
ment, Administrator Ickes has decided such 
projects should receive the attention of the 
new review board comprised of men who 
have made detailed studies of the issues in- 
volved and who are fully informed on various 
developments in this field 

The Administrator has ordered the Tech- 
nical Board of Review and the Projects Di- 
vision of PWA to refer such applications to 
the Electric Power Board of Review. 

The Administrator directed the power board 
to formulate and submit instructions for the 
guidance of various PWA divisions with re- 
gard to controversial questions affecting this 
class of projects so that uniform policies and 
handling of these questions might be evolved. 


* 


Coal Industry Fights 
Electric Projects 


A “picHT to the last ditch” against govern- 
ment-owned hydroelectric projects will 
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be made by the Job Saving and Investment 
Bureau for the Coal Industry, George J. 
Leahy, vice president of the Republic Coal 
& Coke Company, and newly elected chair- 
man of the bureau, stated, according to The 
Wall Street Journal. He said the bureau 
represents 600,000 coal miners in addition to 
operators and it will “not sit idly by and see 
thousands of these men forced out of jobs 
and their families thrown onto relief rolls.” 

Mr. Leahy declared that the industry is 
determined to protect the enormous invest- 
ment in coal-mining property that is being 
threatened by “uneconomical and unnecessary 
governmental water-power projects.” 

On behalf of the bituminous coal industry, 
the National Coal Association has protested 
an additional $50,000,000 for TVA designed 
to further expand hydroelectric power de- 
velopment in the Tennessee valley. The coal 
association declared the program would ruin 
the industry and rob thousands of men of 
their jobs. They also protested such power 
developments as the Loup river project in 
Nebraska and the St. Lawrence Waterway 
project, the Journal stated. 


¥ 
Congress to Get Water Project 


N outline of one of President Roosevelt’s 

visions for the future—the planned de- 
velopment of the nation’s watersheds on such 
a tremendous scale as would dwarf all former 
rivers and harbors work—will be transmitted 
to Congress before adjournment, according to 
the Washington Post. 

In itself, the message will not call for 
legislation at this session, but it is expected 
to give the administration’s policy on the 
whole question of water use—involving flood 
control, soil erosion, reforestation, retirement 
of.sub-marginal land, and power development. 


With the message will go reports by a 
special Cabinet committee, composed of Secre- 
taries Wallace, Ickes, Dern, and Roper. The 
President appointed this group earlier in the 
year to go over the program with the view 
to arriving at a long-range plan. 


aa 
$300,000 for Rate Study 


HE Public Works Administration has al- 

lotted $300,000 to the Federal Power 
Commission for the investigation of rates 
charged for electrical energy, ordered by the 
President under authority of a Senate joint 
resolution approved April 14th. 

The $300,000 allotment, according to the 
Nashville Banner, will permit the commission 
to hire experts, who will operate in codpera- 
tion with state utility regulatory commissions, 
municipal officials, and with public and pri- 
vate utility companies. 

The power commission last summer was 
given $400,000 to inquire into the costs of 
generation, transmission, and distribution of 
electrical energy. 


~ 
Bars Aid to Public Plants 


A PROPOSAL to help municipalities distribute 
publicly produced power was decisively 
shunted aside by the House May 22nd when 
it defeated, 97 to 59, an amendment on the 
power project offered by Representative Dis- 
ney (D., Okla.). 

The amendment, according to the Chicago 
Tribune, would have granted aid primarily 
to towns near the Tennessee valley and 
Boulder canyon Federal power developing 
projects. 


e 
Arkansas 


Delay 5-state Rate Study 


HE proposed conference of rate investi- 

gating agencies in the five states in which 
the Southwestern Bell Telephone Company 
operates to discuss plans for a joint in- 
vestigation will not be called until after the 
fate of the communications ‘bill pending in 
Congress is determined, it was announced 
May 25th by P. A. Lasley, chairman of the 
Arkansas Fact-finding Tribunal. 

Mr. Lasley, according to the Arkansas 
Gazette, wrote members of the public service 
corporations of Missouri, Oklahoma, Kansas, 
and Texas several weeks ago proposing a 
conference to consider the possibility of a 
joint appraisal and investigation being made. 


Commissioners of all the states tentatively 
approved the suggestion, but some thought no 
progress could be made unless such joint 
investigations are authorized by Federal stat- 


ute. 
- 


Electric Rates Reduced 


| gee et electric light and power rates in 
eighteen Arkansas valley cities and 
towns, including Fort Smith and Van Buren, 
were announced in Fort Smith May 17th 
by the Arkansas division of the Oklahoma 
Gas and Electric Company. 

Officials estimated the reductions would 
amount to 10.4 per cent in the twin cities, 


798 





~~so ~~ -— —& 4. _ | 


oOo nodwt | aL. Ww Qe 


oe 


QAOn oA ha 





PUBLIC UTILITIES FORTNIGHTLY 


with an estimated 16.2 per cent saving for 
the 16 other valley towns. 

A total annual saving for consumers in 
Van Buren and Fort Smith was placed at 
$19,069, of which $8,000 would be saved on 
domestic and $11,069 on commercial service. 

Savings of $2,650 for the combined two 
classes were predicted for the other towns 
affected. 

Changes in the rates were made to stand- 


ardize rate schedules of the gas and electric 
company in all the cities and towns it serves 
in Arkansas and Oklahoma, Walter Van 
Sickle, general manager of the Arkansas 
division, said. 

The sixteen valley towns affected are Alix, 
Alma, Altus, Bloomer, Branch, Charleston, 
Denning, Dyer, Hartman, Lamar, Lavaca, 
Mulberry, Ozark, Ratcliff, Spadra, and 
Scranton, according to the Arkansas Gazette. 


= 


California 


Central Valley Water Project 
Hopes Vanish 


Ws the submission May 15th of the re- 
lief and public works bill by the Presi- 
dent to Congress, the last glimmer of hope 
for the financing by the Public Works Ad- 
ministration this year of the $170,000,000 
Central Valley Water Project of California 
apparently vanished, according to the Los 
Angeles Times. 

Californians, however, still hope it may be 
included this year in an inland waterways 
development. 

The bill carried an appropriation of $904,- 
905,000 for public works, but earmarkings for 
definite projects reduced the sum to approx- 
imately $712,380,000. Public Works Adminis- 
trator Ickes had said that at least $200,000,000 
will be needed to carry on projects for which 
only the initial allotment was made from the 
——_ works apppropriation of $3,300,- 

,000. 

With only about $500,000,000 left, then, of 
the suggested amount for new allotments, it 
was conceded by those interested that the 
huge California project, which has been in- 
dorsed by the Army Board of Engineers and 
other independent governmental agencies, has 
no chance of obtaining an allotment for its 
complete construction. 


e 


“That figure certainly does not look large 
enough to take care of our project,” said 
Edward Hyatt, Jr., California state engineer. 


a 


Lowers Electric Rates 


Apne electric rates covering domestic 
and industrial schedules are announced 
by Los Angeles Gas and Electric Corpora- 
tion, effective for meter readings on and 
after June Ist, subject to the approval of 
the California Railroad Commission, accord- 
ing to the Los Angeles Times. 

Under the domestic schedule customers 
who have been paying 2 cents per kilowatt 
hour for energy over and above 175 kilowatt 
hours consumed in one month will receive a 
reduction to 14 per kilowatt hour for such 
excess. There will be no change in present 
rates of 4.8 cents per kilowatt hour for the 
first 35 kilowatt hours and 2.5 cents per 
kilowatt hour for the next 140 kilowatt hours. 

A rate of 1 cent per kilowatt hour will 
be placed in effect where a special type of 
off-peak domestic electric water heater is in- 
stalled on a separate circuit with a separate 
meter. 

New low rates are to be set up also for 
basic electro-chemical and metallurgical in- 
dustries. 


District of Columbia 


Resume Valuation Hearing 


HE public hearings on valuation of the 
Washington and Georgetown Gas Light 
Companies which were resumed May 22nd, 
and which have been in progress for nearly a 
year and a half may be wasted work, accord- 
ing to the Washington Post, because of the 
possible retirement of two members of the 
public utilities commission. 
This was evident with the decision of the 
commissioners that Richmond B. Keech, new- 
ly appointed member, could not sit as judge 


in the case, because he had served as an 
advocate for the commission during the first 
part of the hearing, when he was people’s 
counsel. 

So, unless the hearings are completed be- 
fore the other two members of the com- 
mission, Riley E. Elgen and Engineer Com- 
missioner John C. Gotwals, are retired, or 
unless either one of them is retained, the 
hearings will have been useless effort. Com- 
missioner Elgen’s present term expires on 
June 30th. Commissioner Gotwals’ tour of 
duty ends July 20th. 
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_ Georgia 


Opposes Court Order 


ESPITE an injunction order of a 3-judge 

Federal court, the public service com- 
mission on May 24th proceeded with plans 
for opening a new investigation into railroad 
freight rates, according to the Atlanta Consti- 
tution. 

At the same time Governor Eugene Tal- 
madge renewed his attack on the Federal 
courts and charged that the three judges had 
no right “to interfere with the functions of 
the state government.” 

Asked directly if the commission would 
attempt to proceed with the inquiry in the 
a of the Federal court order, the governor 
said: 

“Draw your own conclusions.” 


The governor took the first step toward 
carrying the latest phase of his battle with 
the utilities to the people when he openly 
attacked the recent injunction order and 
asserted that “if this order is legal the 
Federal courts can enjoin the superior judges 
of our state from trying a murderer, they 
can enjoin all of the other functions of our 
state government, and they can even enjoin 
our supreme court from passing on cases 
submitted to it. 

“The Federal courts have interfered with 
the three chief rights of states,” the governor 
went on. “These rights are those of taxa- 
tion, of eminent domain, amd the right to 
police. They have attempted to enjoin our 
tax arbitrations but the arbitrations will go 


on and these taxes will be paid. 


y 
Indiana 


Appeal Rate Case Decision 
under Johnson Law 


EHEARING of the electric rate case of the 
Public Service Company of Indiana, re- 
cently decided by the public service com- 
mission, was ordered by the commission 
May 23rd on the plea of the company. The 
commission previously readjusted rates of the 
company in the 274 cities and towns it serves 
in southern Indiana. 

The granted rehearing will offer Indiana 
utilities the first chance to appeal a rate case 
decision under terms of the new Johnson 
law, according to the Indianapolis News. 

The new (Johnson) law provides that rate 
case appeals by utilities must be made first 
to state courts instead of to Federal district 
courts, a recent common practice. To reach 
Federal courts now utilities may appeal to 
the United States Supreme Court only after 
avenues of state courts have been exhausted. 

The commission’s action was reported to 
have been entirely due to its wish to send 
the case into state courts for the first time. 
Its move makes a new case of the action 
against the utility. The original order is 
canceled. 

The commission’s action also offsets a tem- 
porary restraining order issued by the north- 
ern Indiana district Federal court against 
enforcement of the rate order. 

Among reasons cited by the commission for 
granting the rehearing were that the com- 
pany insisted it has new evidence to present 
regarding increased operating costs and lower 
revenues and that the Industrial Power Con- 
orga Association sought to be heard fur- 

er. 
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Seek PWA Law to Permit City 
to Buy Gas Plant 


LEGISLATIVE proposal, which, if approved 

by Congress, would enable the utility de- 
partment of the city of Indianapolis to ac- 
quire the plant of the Citizens Gas Company, 
was offered May 23rd by Representative 
Louis Ludlow, of Indianapolis. 

The proposal is in the form of an amend- 
ment to the public works section of the 
National Industrial Recovery Act and reads 
as follows: 

“The benefits of the National Industrial 
Recovery Act are extended to any municipal 
corporation for the purpose of discharging 
precedent obligations on utility property 
which it holds or has the right to acquire by 
virtue of a public charitable trust.” 

In submitting the proposal to the house 
appropriations subcommittee, which is formu- 
lating legislation to carry on the public works 
program, Ludlow explained that it would 
affect Indianapolis alone. 

“No other city and no other community 
in the United States would be affected by 
this amendment,” he asserted. 

An application of the Indianapolis utility 
department for a loan of $10,000,000 to enable 
it to acquire the Citizens Gas Company was 
submitted to the Public Works Administra- 
tion several months ago. 

At a public hearing in January, deputy ad- 
ministrators, while voicing commendation of 
the purposes of the applicants, pointed out 
that under the National Industrial Recovery 
Act, the Public Works Administration could 
make loans only for projects having a pri- 
mary object of creating jobs. 
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PUBLIC UTILITIES 
City Delays Purchase of Plant 


AT taken toward the purchase of the 
Indiana General Service Company light- 
ing facilities by the city of Marion was 
checked by the common council May 22nd, 
when a resolution was passed canceling a 
hearing and delaying indefinitely a special 
election scheduled for June 5th, according 


@ 
Kan 


Utility Rate Cuts Approved 
by Commission ~ 


EDUCTIONS in gas and electric rates affect- 
ing in all more than 100 cities and towns, 
were approved May 17th by the state corpora- 
tion commission, according to the Topeka 
State Journal. 

Four companies, the Kansas Power and 
Light Company, Kansas Pipeline and Gas 
Company, People’s Gas Company, and the 
Public Service Company of Kansas, were 
authorized to reduce their gas rates for house- 
heating purposes in 102 towns. 

The reductions would be 5 cents a thousand 
cubic feet of monthly consumption in the 
step from 20,000 and 50,000 cubic feet, and 
10 cents on each thousand cubic feet in the 
step from 50,000 to 100,000 cubic feet. 


FORTNIGHTLY 


to a statement in the Indianapolis News. 

Mayor Jack Edwards and the board of 
public works were instructed to hire engineers 
to investigate the feasibility of the people’s 
purchase. 

The Marion Municipal League, which pre- 
sented a petition making the election manda- 
tory under state law, is expected to fight the 
resolution in court. 


Sas 


Cities receiving this reduction include Con- 
cordia, Great Bend, Junction City, and 
Manhattan. 

New rates were authorized for residential, 
commercial, and cooking purposes for elec- 
tricity sold by the North Kansas Power and 
Light Company at Alma and McFarland. 
The saving here would be about $1,600 an- 
nually for the two towns, or an average of 
$4.15 for each customer, Homer Hoch, chair- 
man of the commission, said. 

Larger power users served by the Kansas 
Gas and Electric Company will receive re- 
ductions totaling 30 per cent on the second 
step and 164 per cent in the fourth step of 
the present schedules. 

The Sedan Electric Light and Power Com- 
pany was authorized to cut its minimum 
monthly bills from $5 to $2.50, the Journal 
stated. 


Louisiana 


Bill Bars Deposit Fees 


ILITIES companies would be prohibited 
from charging deposit fees on gas, light, 


U" 
and water meters, under provisions of a bill 


introduced in the senate May 22nd by Senator 
James A. Richardson, according to the Times 


Picayune. 


e 


The bill also would require that the utili- 
ties companies refund, with interest, any de- 
posit fees which already have been taken on 
meters. 

Senator Richardson also placed in the hop- 
per a bill which would require telephone com- 
panies to give ten-days notice befor dis- 
continuing a telephone service. 


Maryland 


Electric Power Rates Cut 


GENERAL reduction in electric power rates 
affecting the Eastern Shore was an- 
nounced May 28th by the Eastern Shore Pub- 
lic Service, the Consumers’ Public Service, 
and the Maryland Light and Power com- 
panies, according to an item in the Baltimore 
un. 

To become effective after the June meter 
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readings, the cut is expected to save con- 
sumers approximately $45,000 annually. — 
will be in addition to the $30,000 a yen 
saved by taking over the 3 per cent Federal 
tax last September, resulting in a total annual 
saving of $75,000 to consumers. 

When and if approved by the public service 
commission, the new schedules will be effec- 
tive in territory served by the Eastern Shore 
Public Service Company in Wicomico, Dor- 
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chester, Worcester, Somerset, Caroline, and 
Queen Anne’s counties; areas in and around 
Crisfield served by the Consumers’ Public 
Service Company, and sections of Worcester, 
Caroline, Queen Anne’s, and Cecil counties 


e 


served by the Maryland Light and Power 
Company, and in that part of Kent county 
interconnected with the Eastern Shore Com- 
pany’s principal generating plants at Vienna, 
Md., and Laurel, Del. 


Massachusetts 


Municipal Plant Bill Rejected 


HE senate on May 25th accepted an ad- 

verse report of the legislative committee 
on power and light, on the petition of the 
Public Franchise League for the liberalization 
of the municipal lighting law to make it easier 
for municipalities to establish their own 
plants, according to the Boston Evening 
Transcript. 

Senator John S. Sullivan, in seeking to have 
the adverse report overturned, pointed out 
that the house had rejected the legislation by 
four votes on a roll call, “a surprising vote.” 
He said there was a lot of work done by 
the lobbyists to bring about the rejection of 
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the legislation by the house to “take the 
curse off the senate as the graveyard of power 
and light legislation.” 


¥ 


Favors Election of Com- 
missioners 


HE legislative committee on state ad- 

ministration May 22nd reported in favor 
a bill providing for the election of the mem- 
bers of the public utilities commission instead 
of their appointment by the governor as at 
present, according to the Boston Evening 
Transcript. 


Minnesota 


Mayor Would Help Sue 
Power Company 


M8 Mahoney submitted to the St. Paul 
city council a resolution on May 18th 
which would direct L. L. Anderson, corpora- 
tion counsel, to take steps to make the city 
a plaintiff, rather than a defendant, in the 
suit which Mary Callander, a taxpayer, is 
bringing jointly against the city and the 
Northern States Power Company. 

The council decided to confer with Ander- 
son as to whether such a step is possible, 
before taking action. 

The Callander suit was started against the 
city after the city had refused, on advice 
of Eugene M. O’Neill and Mr. Anderson, 


succeeding corporation counsel, to bring suit 
against the Northern States Power Company 
for alleged overpayments made to that com- 
pany in eight or nine years prior to 1931. 

The city had signed a contract with Wil- 
liam S. Jensen in which Jensen was to, go 
over the books and designate the alleged 
overpayments, receiving 50 per cent of the 
benefits which might result from his work. 
He said the city was entitled to refunds 
amounting to $1,100,000 

O’Neill, then corporation counsel, held that 
the Jensen information did not necessarily 
constitute cause for action and Anderson later 
agreed with him. The Callander suit, brought 
in Jensen’s behalf, is now before the Minne- 
sota Supreme Court, according to the St. Paul 
Pioneer Press. 


e 
Mississippi 


Charges Favoritism in Rates 


Ayor Walter A. Scott of Jackson on 
May 18th charged the Mississippi 
Power and Light Company with “favoring 
a selected few influential citizens with un- 
usually low rates,” according to a state- 


ment in the New Orleans Times Picayune. 

“There has been shown a conmideralls 
amount of favoritism and a good deal of 
discrimination,” he asserted, basing his charg- 
es, he says, on comparison of current bills 
rendered by the power and light company. 
Mayor Scott and City Commissioners A. F. 


802 





wT YS Fs | = + + FF ee ee 


PUBLIC UTILITIES FORTNIGHTLY 


Hawkins and R. M. Taylor are demanding 
a substantial reduction in electric power rates 
for Jackson, threatening an appeal to the 
people for erection of a municipal plant to 
use TVA power or power generated by 
natural gas fuel that can be produced on 
city property, as an alternative. 

Conferences have been conducted by the 


e 


mayor and commissioners with various groups 
of business men, the mayor announced, Six 
or eight groups of these business men have 
adopted reasons for “endorsing the actions 
of the mayor and commissioners in demand- 
ing light and power rates in line with what 
other cities are paying throughout the United 
States.” 


New York 


Fights Telephone Rate Cut 
on Five Grounds | 


§ New York Telephone Company has 
challenged the basis of the public service 
commission’s move to reduce its rates to sub- 
scribers, but at the same time tacitly agreed 
to produce the evidence the commission seeks 
and submitted a complex 200-page itemized 
statement of its property holdings supported 
by a formal pleading that the value of the 
company’s property and not the original cost 
thereof was the proper basis for determining 
rates. 

The information was submitted at the sec- 
ond hearing on the commission’s campaign 
to reduce utilities rates, in the state office 
building, 80 Centre street. The telephone 
company contended that the commission, in 
fixing temporary rates under the new state 
law, should use as a basis a fair value and 
fair return on its properties. 

The commission is seeking to determine 
whether the rates now charged provide a 
return in excess of 5 per cent, the maximum 
fixed by state utility laws, according to the 
New York Herald Tribune. The telephone 
company held that the burden of proof as 
to fairness of its return rested with the 
commission. In a five-point statement, Ed- 
ward L. Blackman, counsel for the company, 
said the company “has a constitutional right 
at all times to a fair return upon the fair 
value of its property, used and useful in 
the public service.” The attorney quoted a 
decision of the United States Supreme Court 
in 1922 on that point and advised the com- 
mission, “that this company will object to 
any determination and will resist any rate 
order that is not based on two factors, fair 
value and fair return.” 

The second point advanced by Mr. Black- 
man concerned the basing of rates on the 
original cost of the company’s properties. 
“The value of the company’s property and 
not the cost thereof is the proper basis for 
determining rates,’ Mr. Blackman held. The 
lawyer continued : 

2 The legislature has not attempted 
to give to this commission any power and 
authority to make rules and regulations con- 
struing its provisions or to define its terms. 


The words ‘original cost’ as used in said 
statute should be interpreted in accordance 
with their reasonable and natural meaning 
and should be construed to mean the original 
cost to the company whose rates are under 
investigation.” 

Restricting the rate base to the original cost 
of the physical property and making no allow- 
ance for going value, working capital, and 
other elements of value, the lawyer said, 
would improperly and illegally restrict the 
base upon which the company is entitled 
to earn a fair return. 

Regarding the commission’s ruling concern- 
ing the depreciation of the company’s prop- 
erty, Mr. Blackman said the company would 
object to the deduction as depreciation of any 
amount in excess of the actual existing de- 
preciation in its property at the present time. 

The fifth and concluding point offered by 
Mr. Blackman was that the burden of proof 
regarding the fixing of temporary rates was 
upon the commission and that the company 
was making no concessions. 


¥ 


Utility Inquiry Gets Power 
to Grant Immunity 


) Dig ate approval of the McNaboe bill 


bestowing complete immunity-granting 
powers upon the joint legislative committee 
which is to conduct a general public utility 
investigation this year was announced May 
20th by Governor Herbert H. Lehman, ac- 
cording to the New York Herald Tribune. 

The bill recites the function of the joint 
committee as being to investigate, inquire into, 
and examine the influence, control, or do- 
minion by the public utility interests in the 
passage or defeat of legislation in New York 
state and of the lobbying and political activi- 
ties and political disbursements and otherwise 
of the public utilities or of the influence or 
dominion of such utility interests over any 
member of the legislative or any department 
of the state government or any political sub- 
division thereof. 

It then provides that “no person shall be 
excused from testifying or from answering 
any question or questions, or from producing 
any papers, books, and documents, before the 
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committee pursuant to subpoena, on the 
ground that such testimony, answer or an- 
swers, or evidence, documentary or otherwise, 
would or might tend to incriminate him or 
subject him to indictment, prosecution, penal- 
ty, or forfeiture, but such person shall not 
be liable to indictment or prosecution, or to 
any penalty or forfeiture, for, or on account 
of, the transactions, matter, or thing con- 
cerning which he may so testify, answer any 
question or questions, or produce evidence, 
documentary or otherwise.” 

As the joint committee has not been com- 
pleted, and awaits the appointment of four 
senators by Senator John J. Dunningan, 
Democratic president pro tem of the senate, 
and three assemblymen by Speaker Joseph A. 
McGinnies, Republican, of the assembly, it 
cannot be stated when the investigation will 
be started, but it is believed preliminary steps 
will be taken soon after the charges involv- 
ing the question of official misconduct of 
Senator Warren T. Thayer, Republican, of 
Chateaugay, are disposed of. 

One of the first moves by the joint com- 
mittee will be the selection of counsel. Paul 
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J. McCauley, of New York, as chief counsel 
to the senate judiciary committee, conducted 
the Thayer inquiry: This committee was pro- 
vided with an appropriation of $25,000 for 
expenses, while the joint committee has an 
— of $250,000, the Herald Tribune 
Stated. 


® 
Lehman’s Utility Views 


OVERNOR Lehman’s firm opposition to the 
use of municipal utility plants as a 
revenue source was revealed in his veto of 
a bill which would have permitted Freeport 
and Rockville Center, in Nassau county, to 
devote excess utility earnings to tax reduction, 
according to the Wall Street Journal. 
“The principle of this measure,” Mr. Leh- 
man declared, “would run counter to the 
policy of the state as expressed in the en- 
actment during this session of the bill per- 
mitting counties, cities, towns, and villages 
to own and operate gas and electric light 
plants.” 


North Carolina 


Phone Rate Hearing 


OLLOWING appraisal of the Raleigh proper- 

ties of the Southern Bell Telephone Com- 
pany, begun May 22nd by a Richmond firm, 
the state utilities commission will begin rate 
hearings which will affect every Southern 
Bell exchange in the state. 


e 


The commission has asked the telephone 
company to show cause why its rates to 
subscribers should not be reduced an average 
of 20 per cent in Raleigh. Should a re- 
duction be ordered, every other Southern 
Bell exchange in the state will be required 
to lower its rates accordingly, on a popula- 
tion basis. 


Ohio 


Seeks Big Plant and Low Taxes 


AXES in Columbus will decrease substan- 

tially in the next few years, if the city 
is permitted to construct a new $1,000,000 
addition to the municipal light plant, Mayor 
Worley predicted in his annual report on the 
condition of the city government, filed with 
council May 23rd, according to the Columbus 
Dispatch. : 

The mayor indicated that if everything goes 
right, the plant within the next few years 
may be able to pay more than half of the 
cost of operating the municipal government. 

It will cost $2,400,000 to operate the city 
government this year. This does not include 
sinking-fund allocations or division of water 
receipts or. expenditures, Mayor Worley said 
in his report. 

Total cost of operating the city government 
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last year, he pointed out, was $5,503,075, or 
$18.94 per capita. 


Seek $2,000,000 Refund in 
Columbus Gas Case 


HE Columbus gas rate fight took another 
turn May 25th when city attorneys an- 
nounced they planned to seek the return 
to consumers of more than $2,000,000 im- 
pounded in the Federal court case within 
the next few weeks, according to the Co- 
lumbus Dispatch. ’ 
Citing the fact that the 16-cent local distri- 
bution rate had been upheld by the utilities 
commission, the Ohio Supreme Court, and 
the United States Supreme Court, the city 
attorneys said they saw no reason why Fed- 
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eral District Judge Benson W. Hough could 
not order the money refunded if they would 
seek such a ruling. 

While their case before the Ohio Supreme 
Court is held up until the United States 
Supreme Court mandate is handed down, 
their appeal for the refund in the district 
court case would not have to be delayed until 
then, it was pointed out. 
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In the Federal district court case the gate 
rate of 32 cents was based on a contract 
between the Ohio Fuel Gas Company and 
the local gas company, and since the 16-cent 
local distribution rate is upheld, city attorneys 
argue that Judge Hough’s finding for a 48- 
cent rate was entirely correct and that the 
impounded money can now be returned to 
the consumers. 


South Carolina 


Commission Finds Power 
Rates Are High 


IFFERENCES in residential power rates in 

South Carolina and other Southern 
states were set forth recently in an official 
survey. Average residential consumers in 
South Carolina, it said, pay private companies 
nearly twice the price proposed under the 
Tennessee valley project. 

The survey, made by the electrical utilities 
division of the state railroad commission, 
showed that average rates charged by the 
principal power firms in the state were above 
those for the TVA and in Georgia and Ala- 
bama, despite reductions totaling $681,000 
in South Carolina rates of three companies, 
according to a statement in the Columbia 
Record. 
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Power company officials have said in rate 
hearings before the commission that electric 
prices vary because differences in population 
density, giving more or fewer consumers per 
mile of line, and other economic factors. 

Rate reductions of $681,000 have been ob- 
tained from three companies, it was pointed 
out in connection with the survey. A slash 
in rates of the Duke Power Company of 
Charlotte applies to commercial and industrial 
consumers only. Other reductions now are 
being sought in charges of the Carolina 
Power and Light Company and the Broad 
River Power Company, the Record stated. 

The survey report added that while South 
Carolina power firms do not charge small 
consumers more than Georgia, Alabama, and 
proposed Tennessee Valley Authority rates, 
their prices for electricity rise faster as con- 
sumption increases. 


‘Tennessee 


Lower Power Rates Asked 


ECLARING that the Tennessee Electric 

Power Company can generate and 
market electricity as cheap as the Tennessee 
Valley Authority, the city of Chattanooga 
filed a petition with the railroad and public 
utilities commission May 22nd asking that the 
company be ordered to reduce rates, possibly 
to the level of contracts the TVA made to 
supply Knoxville and Tupelo, Mississippi, 
according to the Knoxville Journal. 


Setting out that Chattanooga and its citi- 
zens “use approximately 30 per cent of all 
the current sold by the defendant in the state 
of Tennessee,” the petition added that “the 
citizens of Chattanooga who use electric 
power are entitled to a substantial reduction 
in the rates now demanded by the defendant 
for current furnished.” 

The commission stated that the company 
will have twenty days in which to answer 
the petition, according to the Nashville 
Banner. 
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West Virginia 


Commission Begins Rate Study 


Mus toward the completing of its or- 
Yi ganization for a widespread survey of 
utility rates and rate bases, the public service 
commission on May 24th announced the ap- 
pointment of eleven engineers and three ac- 
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countants, according to the Charleston 
Gazette. 

The survey which already has been started 
on some of the larger corporations is to be 
financed by an appropriation of $90,000 a 
year for two years to be made up by a special 


assessment on the utilities. 








The Latest Utility Rulings 





Supreme Court Sustains Ohio Commission against 
the Ohio Supreme Court 


Fe the second time within the same 
month, the United States Supreme 
Court sustained natural gas rate deci- 
sions of the Ohio commission. In its 
ruling involving the Columbus Gas and 
Fuel Company, the Supreme Court sus- 
tained the commission at the expense of 
reversing the supreme court of Ohio, 
which had previously vacated the com- 
mission’s order. 

The case arose on an appeal by the 
utility from the decision of the state 
court which had lowered the price of 
natural gas fixed by the commission. 
The United States Supreme Court’s de- 
cision turned chiefly on the refusal of 
the state court to permit an operating 
expense allowance for the depletion of 
wells of affiliated companies producing 
gas purchased at the city gate. The 
state court had taken the position that 
the Ohio code which defines the powers 
of the commission makes no provision 
for depletion expense. The United 
States Supreme Court decided, how- 
ever, that statutes which purport to de- 
fine the powers of a state commission 
in regulating the rates and fixing the 
value of utility property cannot have 
the effect of nullifying the obligations 
to afford due process which are imposed 
upon the states by the Federal Consti- 
tution. 

On the subject of depletion of natu- 
ral gas wells as an operating expense, 
the United States Supreme Court held 
that the refusal of such an allowance 
was an unconstitutional denial of due 
process regardless of state law. The 
opinion by Mr. Justice Cardozo stated: 


To withhold from a public utility the 
privilege of including a depletion allow- 
ance among its operating expenses, while 
confining it to a return of 64 per cent up- 
on the value of its wasting assets, is to 


take its property away from it without due 
process of law, at least where the waste 
is inevitable and rapid. The commission 
has found that the life expectancy of the 
operated gas fields is only three years and 
two months. If that holding is correct, the 
owner of the exhausted fields will find it- 
self in a brief time with wells and leases 
that are worthless and with no opportunity 
in the interval to protect itself against the 
impending danger of exhaustion. Plainly 
the state must either surrender the power 
to limit the return or else concede to the 
business a compensating privilege to pre- 
serve its capital intact. . .. 

We hold that a fair price for gas deliv- 
ered at the gateway includes a reasonable 
allowance for the depletion of the operated 
gas fields and the concomitant depreciation 
of the wells and their equipment. What 
that allowance shall be has not yet been 
considered by the supreme court of Ohio, 
invested with jurisdiction to review the 
law and facts. 


The court also held that the appraisal 
of the property of an affiliated compa- 
ny for determining a fair city gate price 
for natural gas by allocating transmis- 
sion property between such city and 
other municipalities upon the basis of 
mileage starting from the point of ma- 
jor compression and proceeding to the 
city of distribution is improper. This 
method of allocation had been proposed 
by the city of Columbus but rejected by 
the Ohio commission and in turn adopt- 
ed by the supreme court of the state. 

Two points were decided against the 
utility, however: (1) a claimed increase 
in depreciation allowance for land and 
rights of way was rejected, the court 
being of the opinion that land and rights 
of way may not be characterized as 
“wasting” assets in the absence of evi- 
dential explanation that would stamp 
such a quality upon them; (2) a claim 
for an independent allowance for go- 
ing concern value was rejected, the 
court being of the opinion that the util- 


806 

















PUBLIC UTILITIES FORTNIGHTLY 









ity’s property as a whole had been val- contract between affiliated corporations 
ued as a going concern. operates directly upon such contract by 

It was suggested that the court’s de- destroying its obligation. But the court 
cision would not be binding upon the pointed out that the measure of judi- 
utility’s affiliates which were not parties cial power in the absence of the affili- 
to the action. On this point the court ated sellers before the court is the de- 
conceded that neither the judgment of termination of the expenses to be borne 
the United States Supreme Court nor by the consumers of the operating util- 
of the state court as to the city gate ity. Columbus Gas & Fuel Co. v. Ohio 
price to be paid for natural gas in terms Public Utilities Commission et al. (No. 


differing from those incorporated in a 937.) 
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Capitalization of Bond Discount in New Security Issues Approved 


sale of its securities, the capitalization of 
bond discount becomes the alternative of 












ey ee it declared itself opposed 









to the capitalization of bond dis- a greater evil, namely, the noncompletion 
count under ordinary circumstances, the of the company’s facilities and consequent 
Pennsylvania commission approved of injury to the public service. Accordingly, 
the inclusion of a reasonable amount of for the purpose of this case the proceeds 
such discounts in the capital set-up ofa of the sale of the bonds, rather than their 
idcadianedl atte snabe- par value, will be considered in arriving at 
hydroelectric company recently apply a net figure presently available for the pro- 
ing for permission to issue securities to posed stock issue. 






finance new construction. The com- 
mission’s opinion stated: 





The commission refused, however, to 

: permit certain other items to be capital- 

It is obvious that if any conpersiion sells ized. An amount of $110,000 paid by 
its securities at a discount, but markets an ; ; 4 

amount of them sufficient to yield proceeds the Issuing company as a fee to an af- 

filiated investment company for service 


equal to the cost of its property, the par ! ‘ 2 ‘ 
value of its outstanding securities will ex- in connection with the “development” 


— ay i by the amount of of the issuing corporation was suspend- 

e discount incurred. oo ° ° 

This commission believes the proper ed by the a pending such tone 
as the issuing company might furnish 


measure of the extent to which any given Un n : 
property has been capitalized is the par the commission with satisfactory proof 


value of a issued ——s pe" If the as to the value of the service for which 
measure used 1S proceeds or saie of securi- ° ° ° s 
ties, capitalization of discount becomes the the fees were paid. Likewise, the com 

mission suspended the inclusion of an 


ultimate result, and to this proposition we 
are opposed under ordinary circumstances. alleged salvage value of certain con- 


Bond discount, like bond interest, is a sum struction equipment in the capital set- 

which the issuer is required to pay for the u ending further proof 

use of money. It results in a lessening of P, P S tur P : 

the profits or surplus of the issuer, rather The commission also cut down the 

than an increase in assets upon which capi- amount of working capital to be capi- 
talized from $600,000 to $100,000, the 


talization may be sustained. 4 
However, where a new company is total financing being estimated at $25,- 


brought into being, as in the instant case, 
without surplus and without available 700,100. Re Safe Harbor Water Pow- 
sources of funds other than through the ¢7 Corporation. 


& 
Connecticut City Water Rate Appeal Dismissed 


HE Connecticut Supreme Court of appeal of the city of New Haven from 
Errors on May 22nd dismissed an an order of the state commission in- 
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creasing rates charged by the water 
company supplying that city, thereby 
reversing a lower court ruling sustain- 
ing the appeal of the city. The higher 
court upheld the company’s contention 
that the reasonableness of the rates un- 
der the contract with the city was not 
in issue at the trial. The court stated: 


The finding contains no facts concerning 
the economic depression and its effect upon 
the return to which the company is fairly 
entitled or upon the ability of the consum- 


ing public to pay increased water rates, or 
suggestion that these elements were con- 
sidered by either party as within the issues 
being tried. The trial court, in resorting to 
these considerations and adopting them as 
rendering the rates unreasonable and illegal, 
appears to have acted upon its own initia- 
tive and to have relied for supporting facts 
solely upon judicial notice. 


Mr. Justice George E. Hinman wrote 
the unanimous opinion of the higher 
court. City of New Haven v. New 
Haven Water Co. 
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New York Court Annuls Rate Reduction 
Ordered on Erroneous Basis 


ty January, 1933, the New York com- 
mission handed down a temporary 
rate reduction order affecting the sale 
of electrical energy in Orange, Rock- 
land, and Sullivan counties, pending fi- 
nal determination of the reasonableness 
of rates in the area served by the de- 
fending company. 

The utility thereupon assailed the 
constitutionality of the order in the 
state court, claiming that the new rates 
would permit a return of only about 3.8 
per cent upon the investment and that 
such a rate would be confiscatory. The 
commission replied that the return 
would be adequate and that reported 
income from the operation of the com- 
pany’s business for the year 1931, after 
deducting the amount of the rate order, 
would show a little over a million dol- 
lars applicable to a return upon the val- 
ue of the property. The commission 


did not fix any definite rate base, how- 
ever. The commission’s attorney sug- 
gested that the value of the property 
was approximately $18,775,953. The 
company claimed a rate base of more 
than $29,000,000. 

The court held that the commission 
had determined the value without hav- 
ing before it an inventory of the prop- 
erty to be valued, and had placed reli- 
ance almost entirely upon the controlled 
fixed capital account, without proof ei- 
ther as to “actual cost,” “historical 
cost,” or “reproduction cost.” The 
court pointed out that the commission 
had omitted any allowance for going 
value. Under such circumstances, the 
court ruled that the commission order 
should be annulled and that an order 
granting a stay of enforcement should 
be allowed. Re Rockland Light & 
Power Co. 


e 


Ohio Court Restricts Electric Rate Interpretation 


N 1917 the city of Elyria, Ohio, and 

the Ohio Public Service Company 
entered into an agreement under which 
the company was permitted to sell elec- 
tric current to citizens of Elyria for a 
period of twenty-five years. Subse- 
quently, the city of Elyria passed ordi- 
nance No. 2947 fixing the maximum 
rates which might be charged by the 
electric company. 


Following the enactment of this ordi- 
nance, the company began a certain 
system of billing its commercial cus- 
tomers. It based its monthly “capacity 
charge” upon the “highest demand” 
appearing for any month during twelve 
months immediately preceding the ren- 
dition of the customer’s monthly bill. 
The city went to the state courts and 
asked for an injunction restraining the 
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company from “charging any of its 
commercial consumers a capacity charge 
in excess of the capacity or demand 
established within the 30-day period 
covered by said bill, and that defendant 
be enjoined from charging and collect- 
ing as a capacity charge an amount 
equal to the ‘connected load’ of each 
customer.” 

It appeared that § 2 of the ordinance 
in question provided that the “demand” 
might be determined in either of two 
ways: (1) By counting the greatest 
number of lamps and appliances which 
might be simultaneously used; (2) by 
the use of a regular demand meter. 

The Ohio Court of Appeals sustained 
the city and awarded the relief request- 
ed, holding that the ordinance as a 
whole did not indicate any intention on 
the part of the parties to provide, as a 
part of the rate charged, a capacity 
charge based upon the connected load 
as such. The court pointed out that 
while the demand in the particular in- 


stance, ascertained in either of the ways 
specified, might equal the connected 
load, still the connected load, as such, 
was not a factor in the rate schedule 
and had been purposely omitted there- 
from. Accordingly, the court inter- 
preted the words “which may be in 
use at any one time” to mean “which 
are actually in use at any one time.” 
Such a construction, the court believed, 
would require a computation (follow- 
ing the language of § 2) based upon 
the counting of the greatest number 
of lamps and appliances actually in use 
at the time of making the examination 
for the purpose of determining the de- 
mand. 

The court ruled that it followed that 
the “demand” to be used in the com- 
putation of the utility’s capacity charge 
must be determined each thirty days, 
and that monthly capacity charge must 
be based upon the demand so deter- 
mined. City of Elyria v. Ohio Public 
Service Co. 


e 


Other Important Rulings 


HE United States Supreme Court 

has decided that a decree of a 
statutory 3-judge Federal court dis- 
missing for want of equity jurisdiction 
a suit by a gas utility to restrain the 
enforcement by state officials of a com- 
mission order prescribing certain indus- 
trial rates is not directly appealable to 
the United States Supreme Court under 
§ 266 of the Federal Judicial Code. 
The court pointed out that the facts 
of the case did not show the necessity 
of restraining the action of the state 
officials and that, therefore, the case did 
not fall within the specific class of 
cases provided for under § 266. Al- 
though the court might have dismissed 
the appeal leaving the utility without 
an opportunity for further review on 
the merits of the case (in view of the 
fact that the time for filing an appeal 
in the United States Circuit Court of 
Appeals had expired), it exercised its 
discretion in remanding the cause to 


the district court for further proceed- 
ings. Oklahoma Gas & Electric Co. et 
al. v. Oklahoma Packing Co. et al. 
(No. 832.) 


The supreme court of Washington 
sustained the constitutional right of 
that state to impose a tax on the gross 
earnings of municipally owned utilities 
in a decision reversing a Thurston coun- 
ty court judgment. The high court 
ruled that the state Business Tax Law 
imposing 3 per cent on the gross 
revenues of power and water utilities 
is applicable to municipal utilities, as 
well as privately owned utilities. There 
are 15 municipal power plants and 
139 municipal water systems in the 
state, and it is estimated they will have 
to pay in excess of $600,000 a year in 
taxes as a result of the decision, which 
was handed down by Chief Justice 
Walter Beals. Justice William J. Mil- 
lard was the only member of the court 
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dissenting. City of Seattle et al. v. 
Washington State Tax Commission. 


Holding that the rate of 94 mills per 
kilowatt hour charged the United Rail- 
ways of Baltimore by the electric com- 
pany operating in that city for whole- 
sale power supply was too high, Judge 
William C. Coleman ruled that the 
wholesale rates should be reduced by 2 
mills. The court also granted the peti- 
tion of the power company to be desig- 
nated as a “preferred creditor.” United 
Railways of Baltimore v. Consolidated 
Light & Power Co. 


A state tax on telephones, fixed by 
the Montana legislature of 1933, was 
declared unconstitutional by a Federal 
district court in a suit by a telephone 
company to enjoin a collection of the 
tax. Under the law a tax of 20 cents 
to $2 per month would be levied on 
each telephone instrument over which 
the service rendered cost the subscriber 
more than $2 a month—such tax to be 
paid by the company rendering such 
service. The majority of the Federal 


3-judge court held that the Montana law 
violated the Commerce Clause of the 
Constitution which reserves the regula- 
tion of interstate and foreign commerce 


to Congress. Mountain States Tele- 
phone & Telegraph Co. v. Cooney et al. 


The Ohio supreme court approved 
reduced gas rates for Lima and Kenton, 
resulting in a refund to Lima gas users 
of $330,000 and of $40,000 to those 
of Kenton. The court affirmed an order 
of the state commission fixing gas rates 
for the two cities for a 5-year period 
beginning April 19, 1928, and also or- 
dered a refund of excess charges which 
the gas utility had collected under bond 
during that period. Lima rates which 
were approved were $1 for the first 400 
cubic feet, 95 cents a thousand for the 
next 9,600 cubic feet, and 75 cents a 
thousand for all over 10,000 cubic feet 
consumed in a month. The rates were 
considerably lower than those sought 
by the company and higher than had 


been fixed by city ordinance. While 
the rates were generally higher than for 
other cities, it was pointed out by coun-— 
sel for the commission that the gas” 
utility rendering the service was com-~ 
pelled to pay 55 cents a thousand cubie” 
feet for the natural gas purchased from © 
a wholesale supply company. West 
Ohio Gas Co. v. Ohio Public Utilities” 
Commission. 7 


The Supreme Court has sustained ag” 
order of the Interstate Commerce Com- 
mission prescribing intrastate coal rates” 
in Ohio. The Ohio commission 
sought to set the order aside in a lower” 
Federal court on the ground, inter alia, 
that the evidence did not justify the” 
commission’s finding of undue discrim-~ 
ination. On this point the court stated?” 
“Upon the issue whether the preference 
and prejudice was undue,—that is, 
whether the interstate rates were rea-" 
sonable, whether the attacked intrastate” 
rates were reasonable maxima, and 
what the proper relationship between” 
the two scales should be—a_ large 
amount of evidence was taken and con-" 
sidered in detail. There was ample 
support for each of the findings. Tn 
effect, we are asked to reéxamine the” 
evidence, appraise it, and hold the Com 
mission erred in its judgment as to th 
facts. We have often said that we have” 
no such power.” The Ohio commission) 
also contended that the Federal com 
mission could not prescribe intrastatey 
rates to remove discrimination until it 
had required all competitive interstz 
rates to be put on a reasonable basis. 
On this point the court said: “The 
Commission has found that the inter= 
state rates from four districts of origi ; 
are reasonable. It has found that Ohi 
intrastate rates, the transportation com 
ditions being similar, are, distance com 
sidered, out of relation to these inter 
state rates, so as to create undue prefet=) 
ence and prejudice. These findings, 
supported by evidence, fully justified 
the order.” Ohio Public Utilities Co 
mission v. United States. 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, a 
will be published in full or abstracted in Public Utilities Reports. 4 
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The public utility system of 


Standard Gas and Electric 
Company 


includes 

The California Oregon Power Company 
Duquesne Light Company (Pittsburgh) 
Equitable Gas Company (Pittsburgh) 
Kentucky West Virginia Gas Company 
Louisville Gas and Electric Company 
Market St. Railway Company (San Francisco) 
Mountain States Power Company 

Northern States Power Company 

Oklahoma Gas and Electric Company 
Philadelphia Company 

Pittsburgh Railways Company 

San Diego Cons. Gas and Electric Company 
Southern Colorado Power Company 
Wisconsin Public Service Corporation 


serving 1,662 cities and towns of twenty states . . . combined 
population 6,000,000... total customers 1,569,296... installed 
generating capacity 1,586,694 kilowatts .. . properties oper- 
ate under the direction of Byllesby Engineering and Manage- 


ment Corporation, the Company's wholly-owned subsidiary. 
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THE WISCONSIN COMMISSION’S CONTINUOUS 
INVENTORY PLAN. No. 1 
By EDMUND D. AYRES 
= 
Mr. Lewis Spoke Right Up 
By Hersert Corey 
2 
State to Build and Operate Its Own Rural 
Electric Lines 
By Tuomas FAuNTLEROY BALL 
= 
The Fact-finding Tribunal 
By C. P. Newton 
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Cities Service Products and Services 


Supply a Nation-wide Demand 


The 180 subsidiaries of Cities 
Service Company deal in products 
and services that are necessary to 
modern life. They supply hun- 
dreds of thousands of people in 
hundreds of communities with 


electric light and power, and natu- 


ral and manufactured gas. 


Millions of motorists in 38 


states lubricate and power their 


cars with Cities Service petroleum 


products. 


All the activities of these sub- 
sidiaries in the public utility and 
petroleum industries are knit to- 
gether by the time-tested Cities 
Service management. The organi- 
zation and the public alike profit 
through the economies made pos- 
sible by this modern, centralized 


method of doing business. 


CITIES SERVICE COMPANY 


Sixty Wall Street, New York City 


Listen In—Cities Service Radio Concert every Friday evening, 8:00 P.M. 
Eastern Daylight Saving Time. 











